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PROCEEDI NGS

MR, HACKBARTH: 1'd like to thank our guests for
com ng. As always, we will have public comment periods. W
will have one at the end of the norning session and anot her
at the end of the day.

Qur first topic for today is quality inprovenent
for health plans and providers, a Novenber report. It's
Novenber. So Karen and Mary, whenever you're ready.

DR. MAZANEC. Good norning. This presentation
wi |l continue our discussion of quality inprovenent
standards in the Medicare programthat we began at the
October neeting. | wll begin by briefly sumrmarizing our
anal ysis and findings and then Karen will discuss the draft
reconmendat i ons.

Since MedPAC s report is due to the Congress by
the end of Novenber, we are asking the conm ssioners to
comment on the content of the draft report and to discuss
and finalize the recommendati ons.

As you recall, in the BBRA, the Congress directed
MedPAC to study and report on how Medi care shoul d apply
qual ity inprovenent standards to both the fee-for-service

and the MtC prograns. At the Cctober neeting we presented
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our anal ytical approach and fi ndi ngs.

To briefly summari ze, our anal ysis consisted of
three parts. First, we identified the goals of quality
i nprovenent standards and then exam ned the nmanner in which
they are applied by private accreditors, regulators and
purchasers. Next, we analyzed the M+C standards and the Q
efforts in the fee-for-service program And finally, we
eval uated the feasibility of applying standards conparabl e
to the MtC standards to each type of plan and provider.

To conmply with quality inprovenent standards, a
pl an or provider must be able to neasure care, inprove care
by i nfluencing provider behavior, and then renmeasure and
report on the results of their efforts to inprove care.

Based on our analysis we concluded that first
oversight in private and public purchasers efforts are
duplicative. Private accreditors may have sim |l ar but not
identical quality inprovenent requirenents as the federa
governnment. Conpliance with nmultiple sets of standards may
i ncrease costs w thout adding additional value in terns of
quality of care.

Second, we found that providers and plans have

varying capacities to conply with quality inprovenent
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standards. Oten the structure of a plan or provider wll
determ ne whether it can conply with quality inprovenent
requirenents. Tightly integrated HMOs are better able to
nmeasure care and influence provider behavior, and thus are
probably in the best position to conply with quality

i mprovenent standards.

Conversely, PPCs with | arge, |oose networks of
providers are less able to neet Q requirenents due to
probl ens with obtaining nedical record data and i nfl uenci ng
provi der behavior. \While providers, especially clinicians,
are in the best position to influence the quality of care,
hol di ng providers accountable for their performance on
clinical outcome nmeasures is made nore difficult because few
i ndi vi dual providers treat |arge enough nunbers of patients
with a specific clinical conditions. Finally, we found that
rewar di ng or assisting providers or plans may further
stinmulate quality inprovenent.

Q standards represent only one way to address
quality problens. In our analysis, we noted that public and
private sector purchasers are exploring nmany other ways to
stinmulate quality inprovenent efforts. But at present,

l[ittle information is available on the nost effective
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mechani snms of inproving care.

Karen w || discuss her draft recommendati ons.

M5. MLGATE: | wanted to note, first before we
went through the recommendations, that they |ook slightly
different than the version that you nay have gotten in the
background nmaterials. W changed them sonme to make t hem
nore concise. So they aren't exactly that way, but they are
the sane as the slides that you had received.

We had four proposed recommendations. Two of them
addressed ways that CV5 could apply quality inprovenent
standards in the future. The second two address ot her ways
that CV5 and Congress could further stinulate quality
i nprovenent in the addition to the application of standards.

The first draft recommendation is that the
Secretary should work to reduce duplicative oversight
efforts when applying quality inprovenent standards. There
are several strategies CM5 could use to reduce duplication
The first is that before actually devel oping quality
I nprovenent standards CMS shoul d eval uate the extent to
whi ch private sector standards already in use will actually
achieve the goals that it has for its population. This wll

| essen the duplication that's built into the design of the
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st andar ds.

Furt her, when determ ning how to apply standards,
anot her way to reduce duplication is through the ability to
use private accreditation in the deem ng relationship. This
s well developed in the fee-for-service part of Medicare,
however it needs to be established in Medicare+Choice. It's
i mportant to note that CVM5S is | ooking towards doing this.
They are currently evaluating several accreditor standards
to determ ne whether they're rigorous enough to establish a
deened rel ationship with those accreditors for
Medi car e+Choi ce.

One aspect of applying quality inprovenent
standards that's not addressed by deeming is the duplication
in the nunber of neasures that plans or providers are
required to report on. In the Medicare+Choice program it's
really unclear whether it's necessary for Medicare+Choice
plans to actually be reporting on the HED S neasures as wel |
as additional Medicare specific neasures that are defined in
t he QAPI program

In fee-for-service, the issue is nore of a future
I ssue. Many private sector purchasers, as well as CM5, are

considering requiring a core nmeasure set to be reported from
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various providers. So there's a need to standardize those
measures so that hospitals and other providers are not
necessarily reporting on so many different measures for

di fferent oversight bodies.

If there is an attenpt to standardi ze those
nmeasures and they aren't able to standardize them as in
meani ng usi ng the sanme neasures, CMS shoul d consider whet her
t hey should just use those neasures in the private sector.

Once the need for additional standards has been
determ ned, the Secretary should take into account the
capabilities of providers and plans when devel opi ng and
applying quality inprovenent standards. That is
reconmendati on nunber two. It really conmes out of the
anal ysis of the different |evels of capacity that providers
and plans have to performquality inprovenent.

Exanpl es of how this could be done include, in the
Medi car e+Choi ce program to recognize the limts on record
abstraction, CV5 could allow less integrated plans to only
coll ect data on neasures that rely on clains data. In
addition, to address the Iimtations of some plans to be
able to neasure and inprove care, they could either

encourage further plans to use PRGs nore proactively or else
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possi bly even require plans to use the PROs that are out
there to assist themto do their neasurenent inprovenent
efforts.

Anot her way that this option could play out, to
address issues about equity between plan requirenents, is
possibly to give all plans the option to only collect data
on clains data. There's been a significant blurring between
types of plans and Dr. G nsburg tal ked this nmorning further
about the fact that nore plans are going to broader
networks. So that m ght be an option for all plans in the
Medi car e+Choi ce program

In fee-for-service, because the ability to nmeasure
and inprove care varies widely, particularly by size of the
provi der, any standards that CVS applies shouldn't be too
speci fic and should give providers discretion in how they
actually nmeet those standards. And to address data validity
i ssues that Mary highlighted in terns of the sanple sizes
for particular clinical neasures, they could just use
clinical measures for quality inprovenent internally however
devel op nore broad neasures to | ook at providers for
accountability purposes, such as did the provider put in

pl ace specific safe practices? They could use patient
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per ception neasures, those types of neasures which would
rely on a larger volunme of patients rather than just those
in specific clinical areas.

The inplications of this recommendation are
several and | wanted to talk just a little bit about that.
This recormmendation is designed to obtain the greatest
anount of quality inprovenent for the | owest cost by
recogni zing the different capacities in plans and providers.
It may al so address the different levels of quality risks
associated with different paynent and care nmanagenent
i ncentives. However, dependi ng upon how strategies are
i npl enented, it may al so require sonme plans and providers to
be held to nore rigorous standards than others.

The next two recommendati ons are ot her ways that
CVB could work to stinmulate quality inprovenent that are not
standards. Because of the Iimted know edge of the
ef fectiveness of quality inprovenent standards and the
limted ability for sone plans and providers to neet them
it is also inportant for CM5 to explore these other options.

The first option that we have here is draft
recommendation three, that the Secretary should expl ore ways

to reward providers and plans that work to inprove quality.
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There are several different ways this could be done.
Actually, Dr. G nsburg tal ked about a couple of themthis
nmorning. One is sinply by paying higher paynments to those
who i nmprove quality or those who may sinply decide to agree
to measure their quality. This could also be done in the
formof incentives for consuners to choose particul ar

provi ders or pl ans.

The second one woul d be public acknow edgenent of
those who put in this extra effort or consistently perform
hi gher. Once again, this could be information to consuners
to help them determ ne what providers or plans they may want
to choose.

The other way that this could be done, that we saw
sonme evidence in both public and private sector, was to
pl ace a | ower |evel of regulation on those who perform
consistently well or who put in the extra effort.

The | ast recomrendation is for Congress to
instruct and fund CVM5 to expand quality neasurenent and
i nprovenent efforts. It's very general in howit's witten
here. Wat we had hoped to achieve by this recommendati on
is to recognize the limts of sone providers and plans in

neeti ng some of these quality inprovenent standards and to
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support and affirmthe governnment role to assist plans and
providers in actually neasuring and inproving care. So to
suggest that the PRO programis a solid strategy for what
CVMB hopes to achi eve and perhaps expand that program

In addition, in many of the conversations we had
with private sector folks and clinicians and all types of
providers, it was pointed out to us that the weak link in
understanding here is really in howto effectively engage
clinicians in inprovenent efforts, and that there needs to
be nore research on how that actually should be done, and
that that would be another form of assistance to providers
and plans, sinply to do the research necessary to |learn
about what are the effective practices and to diffuse the
information out into the plan and provider world.

One place to begin here would be to do an in-depth
anal ysis of the efforts and the payoff fromthe
Medi car e+Choi ce quality inmprovenent efforts and the fee-for-
service program Actually in the next six nonths we're
going to start having sonme pretty good data on the results
for the last three years in both prograns on how effective
their efforts have been.

So those are the draft recommendati ons. W are,
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of course, here for any questions or coments you m ght have
and | ook for sone final recommendati ons.

MR. HACKBARTH: Thank you, Karen. Ral ph?

MR. MIULLER: One of the questions as we | ook at
quality inprovenent efforts going forth is to what extent
we're | ooking for these inprovenents to occur at the
provi der |evel, versus the kind of health system | evel.
think both in your presentation and witten material it's
very clear that trying to hold providers accountable for
care that goes on outside their setting -- since nost
provi ders do not have a nonopoly of the responsibility for
the health care of a person. During acute episodes they
mght. So it's very difficult, in a sense, to hold them
accountable for the whole health status of a person or a
popul ati on.

On the other hand, sone people are |ooking at
nmeasuri ng health status of popul ations across tinme. So |
think one thing, it's nmy conjecture and I won't ask you to
comment on it, whether at |least for the foreseeable future
it's nore likely to be able to neasure quality of care at a
provi der |evel rather than the kind of system c way that

goes beyond providers. And therefore, whether our
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recommendat i ons shoul d be specific about that, that
providers is where we can neasure right now even though in
the long termwe may be wanting to | ook at nore than that.

And comi ng out of that therefore, on
recomendation three, which I think is inportant but I think
we need to stress even nore, is right now !l think there's a
suspi ci on anong sone that those who are able to neasure are
as likely to be penalized as rewarded. Sonetinmes you're
al nost better off being a black box that can't be
scrutinized rather than one that is open to scrutiny.

So | think some sense that if, as you say, the
Secretary should explore ways to reward providers, | think
it's inmportant if we want to keep encouragi ng themto
measure the quality which, as you know, is a difficult
effort given your nmany pages to that fact, that we have to
be very clear in saying there have to be rewards for this as
opposed to penalties for trying to measure quality.

The third point I would make al ong those |ines,
and this was triggered nore by sonme of the coments that
were made in the discussion this norning. |f one thinks
about sone of the safety net providers and sone of the

capacity problens that we're seeing in some of the settings,
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is it a sign of good quality or poor quality that safety net
providers are stacking up in ternms of capacity problens?

In one way, if you just kind of |ook at crude
nmeasures, you would see the fact that people are waiting for
care and may not be getting the care on a tinely basis is a
nmeasure of poor quality. On the other hand, it may be an
i ndi cation that those institutions, those doctors, those
nei ghbor hood health centers and so forth are available to
take care of a population that may not get it el sewhere.

Agai n, your discussion points out howdifficult it
is at times to take any of these neasures at face val ue
wi t hout understanding themnore fully.

So just to summarize, especially on reconmendation
three, | would urge us to point out that if we want
gualitative inprovenents to go forth, we have to be very
cl ear that people don't get penalized for being part of the
nmeasur enent process. Obviously, if there's evidence of poor
quality there has to be sone action taken towards that. But
we don't want to have, in that sense, people penalized for
being in the forefront of trying to neasure quality.

Certainly we see, whether it's by |ooking at the

HMOs versus ot her kinds of plans or |ooking at |arge
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institutions versus | ess developed institutions. R ght now
we're | ooking for quality inprovenents to really be in areas
that are nore devel oped, as opposed to institutions that are
| ess devel oped.

DR. NEWHOUSE: | found this a particularly
difficult set of questions to deal with. Let nme start by
saying | think there's a ot of data showi ng that there's
anple room for inproved quality. So the notion that the
country shouldn't, in sonme sense, be addressing quality
i nprovenent i s not an issue.

In terns of the report, although you do
di stinguish them 1| think since I'mgoing to nake sone
negati ve renmarks about quality inmprovenent and wi nd up
trying to recast recommendations three and four, | would
start out by even nore sharply | think than you do,

di stinguishing quality inprovenent fromquality assurance.
And say quality assurance has to be a given as the mnim
|l evel of quality. So that it's clear that we're tal king
about quality inprovenent efforts, as opposed to quality
assurance efforts.

On quality inprovenent efforts, where I'mgoing to

come out is putting together recommendati ons three and four



10

11

12

13

14

15

16

17

18

19

20

21

22

17

into research and experinmentation with various kinds of
i ncentives, by which I nmean both paynment and i nformation
since public reporting is a formof incentive.

My concern with just going whole hog into this, in
addition to what Ral ph said, with which | agree, are at
| east three. One is many of the nmeasures that I'mfamliar
with, certainly the outcone neasures and many of the process
nmeasures, require risk adjustnent. That's an inperfect art
at best. It also will require auditing the risk adjusters,
which is an issue. | think in inplenmenting it would set up
concerns about coding of the kinds we've seen on the
rei mbur senent si de.

Secondly, | think there's a concern about teaching
to the test, in effect. Qur neasures are better in sone
areas than others, for exanple in cardiovascular than in
cancer. If | were running an institution and I were faced
with a bunch of measures of quality of ny cardiac surgery, |
woul d put nore resources into cardiac surgery and fewer into
t he unneasured areas.

VWhich inplies, by the way, if we're going to do
research on this, we're going to have to find out what's

going on in the unneasured areas, which is a real challenge.
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The third kind of problemis really a selection
problem Any of the neasures that require patient
conpliance is going to set up sel ection agai nst non-
conpliers. For exanple, the immuni zati on neasures. W al so
know that sanple size is certainly a problem at the provider
| evel. There's sone very good anal ytical work on that at
t he physician |evel.

So what | would do, as | say, would be to take
recommendation three, that the Secretary shoul d expl ore ways
to reward providers and work to inprove quality, which is
consistent with the notion of research and experinentation.
And | would recast four, | think, in that light. 1 noticed
the original draft we got did have research nmentioned in
four and it's taken out of the slide here.

And by the way | would nmention, if we're going to
tal k about a specific agency, which we do in four, and we're
going to tal k about research, we should tal k about AHRQ as
well as CMS. | don't know that we need to tal k about a
specific agency, we don't in recommendation three.

| guess |I'mvery skeptical of how much good we can
actually do relative to how much harmwe can actually do if

we adopted relatively potent incentives for quality
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i nprovenent, again as opposed to quality assurance.

M5. MLGATE: Can | just ask a question back to
you, Joe, so that | make sure | understand what you said?

Your point is that you don't think that we know
enough to do draft recommendation three by itself, and so
t he thought is that we need to do nore research to
under stand how we should steer fol ks?

DR. NEWHOUSE: No, it's really reconmendation four
that's nmy bigger problem where you say should instruct and
fund CV5 to expand quality measurenent and i nprovenent
efforts. \Wereas three, you say should explore ways to
reward providers and plans that work to inprove quality.

Vel |, explore ways has a research experinentation
feel about it, whereas four sounds |ike nmuch nore turn on
the juice. So there's a bit of tension between those two
recommendations as they're worded. | would come down on the
side of three.

M5. M LGATE: Wuld softening four help that
t hough?

DR. NEWHOUSE: | don't know that you need it.

3

HACKBARTH:  You're saying just drop four?

DR. NEWHOUSE: | think so, or neld three and four



10

11

12

13

14

15

16

17

18

19

20

21

22

20

together in nore of a tentative node.

M5. M LGATE: So include sone of the ideas in the
di scussion that nmay be under four under three, which are
about assi stance and research?

DR. NEWHOUSE: Yes.

M5. BURKE: denn, can | just followup with a
guestion related to this? One of ny concerns in |ooking at
the old draft of reconmendation four -- but I'mvery much in
sync with where Joe is. |It's also fundanentally the
guestion as to whether CM5 is the right place to do all of
this, particularly when we get later in our discussion about
i ssues of regulatory burden and things of that nature.

The question is what role should CV5s play? And
what are we presumi ng the answer to that being, specifically
in this context? Joe raises the question of whether or not
AHRQ or sonebody el se ought not to be involved in this to a
certain extent. But | think as we | ook at these going
forward, |I'm al so concerned about the question as to who and
where the capability ought to lie, and who is best funded to
do either the research. In denonstrations it mght well be
CVB because of the population, but I think that is a

guestion that we need to understand. And | don't want to
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assume that CM5 is the right answer in all these cases,
because I'mnot at all certain it is. | think there are
real questions about their capacity over tinme and how many
things we ask themto do.

M5. ROSENBLATT: | was going to suggest that
recommendati on three be expanded to say that work to inprove
qual ity and neasurenent. So just consider incentives for
havi ng better neasurenment, particularly on the health plan
si de.

The other comment | was going to make is Wl point
got a lot of press recently in our efforts to reward
providers for quality. It mght be worthwhile to have sone
real |live exanples of where that's being done in the
mar ket pl ace.

The other thing is just linking up, as Ral ph did,
the coments we heard this norning from Paul, he used words
i ke consumer driven, information driven. This beconmes so
i nportant.

DR ROAE: Two points. One is | think that we
shoul d have sone reference here with respect to respondent
burden, as Sheila nentioned. W talk about it in regulatory

burden and tonmorrow we'll tal k about Medi care+Choi ce topics
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that you have under tab J. It talks about the plans in
terms of what risk adjustnment data we wanted to put in, the
pl ans want X and MedPAC wants Y, et cetera. It was clear
that the collection of those data was dropped because CVS
was trying to find some way to | essen or nmake the M+C
programa little nore confortable for the plans.

So we should at |east be m ndful of that as we
tal k about this. Oherwise it will seem di sconnected from
t hese ot her chapters.

That having been said, | think that there's
anot her piece of this which is even nore inportant and which
urges Medicare to do this. | think unfortunately, in the
health care marketplace with respect to health plans, there
has not yet been the devel opnent of a significant nunber of
purchasers; i.e., enployers, who are willing to pay for
quality. They talk about quality but they purchased based
on price or other kinds of benefits. But there has not been
a very significant novenent in the marketplace to pay for
quality.

It doesn't nean there aren't some sponsors, and we
have sone and |'m sure Well point has sone and ot hers, who

will pay for what they perceive to be quality. But given
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the fact, particularly with the tight econony, we were

tal ki ng about defined contribution earlier and other things,

that really Medicare is in the position to devel op the

experiences to see what kinds of quality oriented products,

if you wll, fromhealth plans in the MC program m ght be

effective for the nmenbers and providers and everybody el se.

It really seens to ne that in the absence of

anyone el se stepping up that there is a very

significant

opportunity for Medicare here to | ead the way.

And so fromthat point of view, | think it m ght

be hel pful in the beginning to talk about Medicare's role in

the entire health system W sonetinmes focus just on

Medi care and not tal k about the rest of the system And if

we have sonet hi ng about the disappointing |ack of free

market initiatives in this area, that that woul d support

Joe's idea about sone specific denonstrations and things

like that. Thank you.

M5. NEWPORT: | have sone editoria

comrents that

"1l share with you ladies later, but | guess the enphasis

here focuses on -- a little bit of tone, too

-- is that

there were sone formative efforts by health plans to market

and start marketing on quality initiatives.

That's one of
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the reasons that NCQA, as well know, NCQA and ot her

accrediting organi zations are starting to be utilized nore
and nore to nmeasure quality.

So the early blunter instrunents to neasure, as
Al'ice would say, have been refined over tine and have been
used, some of which BBA pi ggybacked on.

| think that the concern or the subtlety that's
lost inthis is that we seemto have, because to sone extent
health plans are integrated systens, the ability to neasure
nore concretely what is being done. And then the struggle
is then how do we bridge to the fee-for-service area?

One of the things | don't think we even approach
very well is that what inpact has plan neasurenment on
provi der groups and provider systens had to raise the bar on
gual ity because we are in the marketplace? And | think it
woul d be hel pful to recognize it, even though they nmay not
be neasuring all of a physician's practice or all of a
hospital's care that there are sone standards there that
intuitively inpact on how they perform Because | don't
think they have an on/off switch. | hope not, anyway.

So | think we need to kind of ook at this

iteratively, that the focus and the enphasis and the
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del egati on of resources needs to then go to a broader |evel,
al beit incorporating tools and techni ques that m ght be nore
right-sized for that particular fee-for-service area. So |
think I'd like to see sonmething nore affirmative around

t hat .

Then | think we cannot underestimate the cost in
terms of the regulatory burden, that may be justified and
cost effective, because it does inprove quality, with
overbuilt systens or overw ought systens in sone cases.

So one of the concerns | would have with maybe the
| ast two recomendations is that we nmake sure that in the
statenent that -- we're seeking balance and we're seeking
exportation of things that we've learned in one area to
areas where, because of the breadth of them that we haven't
had the opportunity yet to devise techniques to have
meani ngf ul measurenent and quality indicators.

So | think that's it. Thank you.

DR. NELSON: | had a different interpretation of
recommendation three fromthat that | think Joe presented,
because he was | ooking at this in ternms of supporting
research and experinmentation. | |ooked at this as the

Secretary finding ways to reward tools that clearly reduce
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errors, such as conputerized order entry in facilities that
100 beds that would like to do it but they don't have the
resources. The skilled nursing facilities that are having
greater incidents of bedsores sinply because they don't have
the resources to put in place the processes that reduce

t hat .

So | would hate to see draft recommendation three
diluted. W have to acknow edge the fact that there are
restrictions in the ability of facilities to fully take
advant age of the science that we know supports the use of
certain nodalities. And what the Secretary shoul d explore
is ways to assist those who are able and willing to
i ncorporate those quality assurance techniques w th Medicare
paying its fair share of the bill

So | don't have any argunment with having Joe's
poi nt expressed, but | would hate to see what | believe you
were driving at lost in that process.

DR. STONERS:. Not to digress back to
recommendat i on nunber one, but to ne there's a great
di scussi on about what's happening in the private sector and
in the public sector. [|'mjust wondering, the way we read

this as it stands al one, that when we tal k about duplicative
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oversight efforts that that can get interpreted to just be
doubl ed efforts within Medicare or whatever. And that this
recommendation on its own really comes across to say that we
ought to be | ooking at the efforts between the private and
public sector. And sonetines these recomendations ki nd of
stand on their own and | don't think that point cones across
in the recomendati on.

| think the discussion is great.

M5. MLGATE: So you want it to be nore
duplicative efforts generally because it's not just public
versus private?

DR. STOAERS: | think we need to sonehow cone
across in the reconmendati on cone across with the fact that
it's the duplicative efforts between what the providers are
having to do on the private side and what they're having to
do on the CMS side or the public side. That doesn't cone
across to ne in the recormendation, that it could be just
doubl ed efforts w thin Medicare.

| think sonmehow we' ve got to get that point across
because | coul d see soneone reading that and sayi ng well,
this is one nore regulatory or sinplification of CV5 that

we're asking for and not really the broader picture that
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your text backs up.

M5. RAPHAEL: | guess as | look at this | put in
order of inportance that, to ne if the purchaser doesn't
recogni ze and reward quality, it isn't going to happen. So
to me that is the nost inportant recomrendati on that we can
nmake with the caveat that as you neasure quality you don't
| ook very good when you uncover a lot of things that were
hi dden before. And you don't want to end up bei ng puni shed
because your statistics don't always put you initially in
the best light. But sonmehow the effort of neasuring and
i nvesting should be recogni zed and rewar ded.

Secondly, for draft recommendati on nunber one,
don't think the issue is activities. | think the issue is
that there is a lack of integrated focus between all the
peopl e who are surveying and neasuring you. They don't al
have the same standards, so it isn't just that they engage
in different efforts at different tines, but it's that they
have often conpletely different standards that you're being
judged by. So I think that recomendati on nunber one needs
to sonehow tal k about the fact that there needs to be nore
coordi nation of the standards that you' re being judged by.

And thirdly, | think that we need to sonehow
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foster nore experinmentation, whether you call it research

exploration. This is very hard work and we don't know very

much. W don't know how valuable this all is, what this
will all amount to. So | think we are in an experinmentation
phase, and | think that's healthy. | don't think we can

lock in at this point and say that we know enough about what
works in the clinical care process are, what works in the
ki nd of customer satisfaction and response and access ar ea.

So | just think that sonehow one of these ought to
capture trying to pronote nore experinentation and
di ssem nation of results in this field.

DR. BRAUN: | just wanted to nmention, in draft
nunber two, | think while we have to take into account the
capabilities of the providers and the plans, we also | think
need to be aimng for equal protection of the beneficiaries
across the Medicare program Certain plans are being asked
to do certain things and others are not being asked to do
them So | think we need to find ways that the protection
can be equal for all beneficiaries across the program

The other thing that | want to nmention was | think
when we're tal ki ng about deeming, it's inportant to be sure

that if this is private accreditors doing the -- obviously,
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private accreditors -- doing the accrediting, it needs to be
a transparent process when it's a public program | think
that's part of being a public program

MR. FEEZOR: | just | guess wanted to underscore
comments Jack and Al an nmade about Medicare really being able
to be in a position of |eadership in putting noney up,
particularly in the rural and underserved and heavily
concentrated areas of Medicare enrollees.

Parenthetically, Karen | probably need to, if
you're unaware of the effort in California where we're
trying to get about five or six nmjor payers together to, in
fact, pay for performance under the Integrated Health
Association. | don't know whet her you've seen the recent
work that they're doing on that.

Two ot her quick comments. | guess | was struck by
Ral ph' s observation that if we believe that, in fact, and
certain the retreat of Medicare Choice would suggest in at
| east the short termthat there's greater individual choice
is going to be nore the marketplace going forward, then that
does put the enphasis on our quality measures perhaps going
down nore at the provider |evel as opposed to system or PPO

level. And yet I'mstruck by the paradox that puts us in
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and the fact that if about 90 percent of Medicare's
expendi tures and about two-thirds of the enroll ees have nore
t han one di sease state that they're dealing with at the sane
time, the difficulty of getting true neasures, if you're
tal ki ng about accountability. So I just sort of put that as
a paradox that | think we'll have to be dealing with going
forward

DR. REI SCHAUER. One snall suggestion. It may not
be possible. But in the discussion about duplication,
wondered if there were any data that would say what fraction
of nursing homes go through two or three of these procedures
or hospital s? Because that mght give it a flavor. It
m ght not be available, but it would provide a nunber here
or there.

| have sort of a general observation to make and
that is looking at quality it strikes nme that there is cost
reduci ng or cost neutral quality inprovenent. That is if
you do the right thing health care costs will go down or
they won't rise and the outcome will inprove. And a
capi tated plan should have an incentive to adopt those types
of quality inprovenment neasures, although many of them!|l

don't think do, as Al an suggests.
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| ndi vi dual providers who care nore about vol une
don't have a financial incentive. | nean, they have in a
sense a noral inperative to do that. So that's one kind of
gquality inprovenment. But probably a lot of quality
i nprovenent is really cost increasing. It inproves health
but it costs nore.

And it's difficult, under a systemlike this, to
expect providers or plans or whatever to respond. There are
sonme of these instances in which the value of the health
benefits exceeds the cost of the quality inprovenent and
some where it probably doesn't. But in either case we have
to ask who's going to pay for this? It won't happen on its
own.

This really gets to Carol point. 1s CM5 going to
pay for it or are we going to expect the patients to pay for
it?

| have, going through these reconmendati ons,
probl enms with rewardi ng people for inprovenent as opposed to
high level. You know, if the assurance standards are pretty
m nimal, which they are, | don't want to have a system which
rewards sonmebody for going froma mnimal |evel to mninma

pl us and doesn't give anything to sonebody who is really
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superior who slips a little in a year but still is way above
t he ot her.

You can think of a tenporary programto help
certain particular entities like rural hospitals devel op the
capacity to operate effectively at a higher quality
standard, but those would be tenmporary. The reward system
and incentives systemreally should be on high |evel, as
opposed to change.

DR. NEWHOUSE: A coupl e thoughts on the
di scussion. One is along the lines of Bob's point about
costs. | don't think we know a | ot about costs of nany of
the -- take conputerized physician order entry that Al an
tal ked about. W do know sonet hi ng about that reduces
errors. | don't think we know nuch about how nuch it cost
to train the physician staff to use it, how nmuch it costs to
mai ntain it over tine.

Maybe it's sufficiently costly that you can't
afford to do it at every hospital. | don't know But |
think that's sonething that would need to be | ooked at
before we had a requirenent to put it in everywhere.

The second point goes to Bea's point about

equality. | think that's alnost inherently inpossible. One
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of the places we know where there's a problemis handoffs
fromone provider to another. This goes back to the point
Ral ph made earlier. That's alnobst got to be there in the
traditional plan and in private fee-for-service as well,
because it's kind of nobody's business.

In the health plan world one could conceptually
hol d the plan accountable for handoffs. But if one does
then that's, by definition, asymetric fromthe point of
view of the beneficiary, which gets you into an issue of how
do you handle the symetry.

DR ROWE: Reaction to Bob's comment. | think
it's very good and | think we should pay attention to it
here. | think it would be hel pful to have a section early
on in this chapter, which is really excellent, that tal ks
about the relationship between quality and cost. Because we
don't go into that and there is a lot of basic stuff there
but we just sort of dive into inproving quality. Make it
explicit.

You m ght consider using the traditional analysis
of Chassen, that there are three kinds of quality problens.
There's overuse, underuse, and msuse. And if you get rid

of overuse yes, that does save noney. But if you get rid of
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underuse, which is particularly a problemin gender-rel ated
areas like heart disease in wonen getting |l ess treatnent, or
inracial and ethnic disparities in treatnments, that costs
nore. |It's good, you get nore quality but we should
understand what we're in for.

And correcting misuse, there's a cost associ ated
with the identification of msuse and correcting it. It
could cost nore, it could cost less. But sone sort of
structure like that | think would be hel pful because it
hel ps to align the incentives or disincentives associ ated
with the various changes in these different nodels, such as
a capitated nodel, et cetera. | think that that m ght be
hel pful .

And you m ght reference the IOMreport, which is
not referenced here.

M5. MLGATE: It wll be

DR RONE: And talk a little bit about their
appr oach.

MR. DEBUSK: | just have one comrent to make on
automat ed order entry and these sort of things. That's
i nexpensive, sinple. That bear has been crossed in the

nmedi cal profession for a long tine. W deal with that
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constantly. And that's |acking.

You tal k about this quality thing and you think of
how are you really going to inprove quality? And if quality
systens are inplenmented, costs should go down. | agree with
you very much on that. But in the field of nedicine, the
protocols, the clinical pathways, these things are what we
really need to be working on to better describe these, put
themin the system and then process control, production
control, break themup into parts and eval uating them on
that basis, and then | ook at your outcones, your production.

W' re way back on the whol e process of what
quality is all about. |It's good to talk about it but
probably we should visit industry a little bit and see what
t hey' re doi ng about sonme of these things because we're in
t he production business in patient care today. |It's just so
archai ¢ how we do sonme of these things and we tal k about
t hese things.

Can you buy quality? Can we do what we're trying
to do? | don't believe we can.

M5. ROSENBLATT: | just want to address the point
Joe made about consistency across fee-for-service versus HMO

or health plan because at Wl |l point we have actually been
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trying to figure out how can we neasure quality for our PPO
menbers. Qur technical people and our physicians got
together and cane up with a very sinple way of measuring
sonmething |i ke conpliance with mamogranms and pap snears.

The idea was if a worman sees five doctors and she
gets her annual mammogram then all five doctors are said to
be that's okay. Because maybe one asked her -- if she went
to her general practitioner and she had had the pap snear
wi th her gynecol ogi st and the general practitioner said have
you had your pap snear and the answer is yes. Wll, then
obvi ously the general practitioner did not have to do it.

So | do think there are sinple ways of doing that,
and that we need to just take a new approach to thinking
about how we do those things so that we can neasure it in
the fee-for-service world. And | think again, just com ng
back to the comments made this norning, consunmers | think
are ready for this type of information.

And Medicare is the 800-pound gorilla and | am
strongly in favor of Medicare trying to do all types of
things, even in a fee-for-service world.

MR. HACKBARTH. In listening to the conversation

hear broad agreenent on at |east two basic points. One,
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that this is inportant and it would be val uable for Mdicare
to be a | eader, so far as possible. And two, that this is a
developing field and there are a host of very conpl ex issues
having to do with neasurenent and risk selection and so on.

The conclusion that | personally draw fromthose
two points, which | agree with, is that we ought to be
| ooki ng at encouraging voluntary efforts in quality
i mprovenent. W don't know enough to be mandating this or
that be done. | think that should apply across all sectors.

That's the approach, as | understand it, now being
taken in traditional fee-for-service Medicare. W try to
encourage quality inprovenent neasurenents using the PRO
structure. | think that is also the approach we ought to be
taking wth regard to private health plans and MtC so t hat
we do not inpose a burden, an unequal burden, on one of the
conpetitors in the MHC system that we' ve establi shed,
particularly when we know so |little about this devel opi ng
field.

So I'd like the tenor of the report to be great,
important stuff. Let's doit, let's encourage it, let's
finance, research, et cetera. But let's be wary of what we

don't know and let's not tip the balance in the MtC
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conpetition by mandating sonething for sone conpetitors but
not for others.

DR. NEWHOUSE: Aren't those two |linked? |In other
words, if you're going to encourage it, however you're going
to do that, you want to | earn something from having done
what ever happens out there. So since it is a devel oping
field, I think you want to Iink your two points.

MR. HACKBARTH. Say a little bit nore, Joe

DR. NEWHOUSE: This goes to your point about we
want to encourage voluntary inprovenent. Well, we want to
encourage voluntary inprovenent but we want to | earn
sonet hi ng about the efforts that various factors undertake
to inprove quality. Maybe we want to i nduce themto
undertake those efforts by doing sonme formal Kkinds of
experimentation and paying themfor that, to see what
happens.

But however it's done, if it's just exhortatory or
if it's nore than that, we certainly want to | earn sonething
about the effects of this, with the hope that we can then
generalize fromthat, whatever it is that's going on out
t here.

MR. HACKBARTH. Could I just clarify one point? |
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have sone concerns about the wording of draft recommendati on
two, which at least as | read it says that you m ght require
some organi zations to do sonethi ng because they have broader
capabilities or enhanced capabilities that you don't require
ot her conpeting organi zations to do. And | think that
actually is counterproductive.

| think that that tension, given howlittle we
know about this field, we could be handi cappi ng
organi zations that are trying to do the right thing. And
that's just not what we want to do at this point. So |
don't want to say well let's put burdens on people in
accordance with their capabilities. Let's try to encourage
everybody, fee-for-service, various type of private plans,
while we are still experinmenting and | earning about this
conplicated field.

DR. NELSON: 1'd like to take your synthesis just
one step further though, in terns of the Medicare program
being nore than just an interested bystander in this. [|I'm
probably m scharacterizing where you' re goi ng, but
nonet hel ess, | wouldn't want soneone to interpret our
position as being passive about it.

That's the reason why | |like the idea of the
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Secretary exploring ways, maybe through denonstration
projects or sone other way, to see if incentives can be
built in that actually pronote quality inprovenent. | can
live if it's not anbng our reconmendations. But | wouldn't
want us to cone out with a report that was interpreted as
bei ng passive when there is an opportunity for the Medicare
program along with business and others, to actively
pronote, through the use of incentives, quality inprovenent.

MR. HACKBARTH. Just for the record, | don't want
people to interpret what |'m saying as bei ng | ukewar m about
this. | dothink it's inportant and | would Iike to see
Medi care be a leader. But | wouldn't like to see us respect
what we don't know about how to do this.

DR ROAE: | think I was going to nmake the sane
point Alan did. | thought |I heard, in your comments and in
Joe's, a general interest in avoiding di sadvantagi ng sone
el ements, and at the sane time exhortation to cheer on
peopl e who wanted to work in quality. And | think we've
been doing that a long tine with no effect. W really need
to put some incentives in to see if that will make a
difference. So | would cheer themon wth an incentive in

t hese specific denonstrations.
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And | think we should put that specifically in the
report, that on a denonstration basis is not going to
significantly disadvantage other elenents that don't have
the capacity to respond to the challenge. It m ght
stinmulate themto devel op the capacity.

DR. REI SCHAUER:  Just judging from CMS' behavi or
over the last few nonths, it's clearly desperately | ooking
for ways to punp noney into nmanaged care organi zations. And
an aggressive denonstration initiative, tied to quality, |
think is the nost defensible way to do that. And it also
serves the purpose of allowing us to | earn sonething, both
about what's possible and where the limts mght be.

| was going to nention something el se about
different standards for different types, but | won't.

MR MIULLER This is consistent with the |ast few
comments, but in light of what we'll be discussing the rest
of the day in the session where we will be tal king about
cost concerns and updates and physician paynents and so
forth, having the quality agenda, the cost agenda, and then
obviously -- as was referenced in the conments this norning
-- given sonme of the cost pressures that are going on in

prem um i ncreases, nore and nore people are likely to get
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uninsured in the near future.

We have to be looking at to really encourage the
kind of quality inprovenents everybody seens to be tal king
about, there have to be the kind of incentives that a number
of people just nentioned.

| would also point out, just listening to the
comments over the last hour, | would say the ways in which
peopl e approach the quality discussion is probably as varied
as any discussion that we're likely to have. And people
really cone to it in so many different ways, which tells ne
t hat nobody is even close to a consensus as to howto really
improve quality. | think that's consistent with Joe's
conments earlier.

So therefore, a strong sense of experinentation, a
strong sense of reward for that kind of experinmentation, but
also | think a sense of caution that this agenda is not
nmovi ng forward anywhere near as qui ckly as ot her agendas
because it's so conplicated and likely to stay conplicated
for a long period of tine. So | don't see a |likelihood of
any maj or breakthroughs on this.

This is as apple pie as it gets, you' re supposed

to be in favor of quality in health care. But just to
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reference one of Bob's questions earlier, who's against in a
sense rewardi ng people who are doing very well? But |ook at
just one of the common HEDI S neasures. Are we better off as
a comunity if you get imunization rates in sone tough
areas up from15 to 50 or better in some honbgeneous area
getting it from75 to 90? One can debate that considerably.

But sonme of the real problens in this country,
sonmething as sinple as that, are getting the rates from 15
to 50 in certain of our populations and so forth. |In sone
ways, not to belittle the difficulties of sone nore affl uent
honobgeneous areas, tweaking it from75 to 85.

So again, heavy on experinentation, heavy on the
i ncentives, but also understanding this is going to conpete
wi th sonme other agenda that we're going to be tal ki ng about
in the next 24 hours.

M5. BURKE: Just one cautionary note. | don't
di sagree at all with the direction you' re going and | think
we ought to acknow edge that there are things that we don't
know and we ought not be requiring things of plans or
i ndi vi dual providers that we are uncertain of. And | think
all of the efforts at denonstration nake a great deal of

sense.
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Having said that, | would be very concerned if the
message that canme out of this that we were any |ess
commtted to an expectation of requirenents over tine, that
in any way we suggest that over the long termthat this is
going to continue to be sonme kind of a voluntary system
that there will be no explicit expectations on the part of
the maj or purchaser of what it is that we expect providers
and plans to do.

And | wouldn't want us to suggest that we're
backi ng away fromthe requirenents already in statute, or
that we don't anticipate that once we have the information
in hand and the capacity to encourage or incentivize
providers to do certain kinds of things that we won't use
those to put in place sone fairly clear expectations as to
what plans and providers ought to do.

So while | agree we ought not put in place things
we don't know how to do, | don't want to suggest that over
time, once having established those things, that we are any
| ess conmitted to expectation that plans and providers wll,

in fact, conply with sonme kind of standard.

MR. HACKBARTH. The existing law in fact requires
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-- has differing requirenments. You said you don't want to
see any backing away fromthe existing differing
requi rement s?

M5. BURKE: | don't want us to appear to be
steppi ng back fromA, the current statutory requirenents,
acknow edgi ng that there are differences, that there were
exenptions of non-HMO plans in terns of what was required of
M-C plans. My point is sinply | don't want us to suggest
that we are backing away from an expectation of a system
that will expect certain kinds of behaviors on the part of
pl ans and individual providers that we don't yet know today
what we need to know in order to know what those
expect ati ons ought to be, or how best to neasure.

So | acknow edge that we don't have enough
information today to put in place a whole series of new
requi renents. But | don't want to suggest that we are
unwilling to do so once we have the information in hand, or
that we are any less commtted to quality being critical in
ternms of our purchasi ng deci sions going forward.

MR. HACKBARTH. The | ast part of that | feel
entirely confortable with. 1It's the first part, the unequa

requi renents that exist in current |aw, which nmakes ne
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uneasy.

M5. BURKE: Right. So are you suggesting repeal
of the statute to deal wth that?

MR. HACKBARTH. |'mcertainly suggesting a change
in the statute so that we would say that we ought to have
equal requirenments across the sectors. There m ght be
varying requirements at sone point in the future once we
know nore about what the right thing to require is. | don't
think that the current |aw has struck the proper bal ance.

M5. BURKE: So as part of this recomendation are
we suggesting a repeal of the statute or a nodification of
the statute? |s that what your expectation is?

MR. HACKBARTH. Maybe what we need to do to really
nail this down is actually go through the recommendati on
| anguage that we woul d be tal king about. Wy don't we put
up the first --

M5. BURKE: Because | didn't see that in any text
that | read.

M5. MLGATE: Can | just say a couple things that
may help us cone to sone m ddl e ground here on this? The
difference in statutory requirements between HM3s and non-

HMOs, in ternms of howit's played out in the regulatory
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realmis primarily just one thing. And that is that the
non- HMO>s don't have to denonstrate inprovenent on this extra
QAPI project. That's for reasons that we tal ked about.

| wanted to just point out the distinction between
t he standards which require plans and providers to put
processes in place to do Q and then the other whol e set of
measures. That's actually where there's much nore
controversy, as you have all tal ked about, the uncertainty
about what you're neasuring, how well you're neasuring it,
whet her what you conme out with actually makes any
di fference.

So one way to approach the equity issue would be
perhaps to suggest there should be equity in establishing
processes to try to inprove, but then pay around with how
much extra is required in terns of nmeasurenent. Because
that's where the real |ack of know edge is and where it
beconmes rmuch nore difficult to actually conpare plans with
ot her plans, providers with other providers, because they're
so different and have such differing levels of ability to
actual ly nmeasure and report on what they've done.

DR ROAE: | don't know whether or not the people

who drafted the statute had this mnd, but it seens to nme
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that the way the elenments of the health system have evol ved
that are involved in providing or organi zing or paying for
this care, that different elenents have very different
structures and functions and inherently different
capabilities. And | think there is a difference between
equity and equitability here, that we nmay not be able to get
equity and be fair because we woul d be di sadvantagi ng sone
el enents that just are not organized in such a way as to
provide the informati on or have the control over the
provi ders, or whatever. The difference between a tight HVO
and a PPO, for instance, is the reason why NCQA can accredit
a tight HMO reasonably well but it's nuch harder with a PPO
because the plan has nmuch | ess control over the providers.

So I think in our search for an inprovenent in the
effort to gain and enhance quality, | don't want us to
di sadvant age anybody. So what | hear, and this is newto
nme, is that the reduction to practice of the statute really
only gives us one distinction which does not seem to ne at
| east, to be an unreasonabl e distinction.

So where | come out is that we probably don't need
to nodify the statute. What we need to do is enphasize that

the way it should be applied should be such a way that
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m ndful in the differences in the elenents of a health
system they should all be accountable for quality and none
of them shoul d be passed over with respect to this. | think
that's the nmessage.

DR NEWHOUSE: | think we all agree that the
i nherent capabilities are not the sane. So ny point is that
to the degree we go on fromthat to say we would require
different things, and to the degree those things have cost
i nplications then reinbursenent also has to be unequal.

MR. HACKBARTH. What you don't want to do is
create a system where people say boy, | don't want to
devel op any capabilities because then they'll have
expectations of ne. Disavow any responsibility for anything
and keep nmy capabilities at a m ni num because then they
| eave e al one.

MR. MULLER: That was the di scussion we had
earlier about if we inprove quality in the system why not
reward people for doing so. And given the kind of
concurrence through the last through nonment's discussion,
that there are different capabilities inside the system and
likely to be for a very long tinme, if not forever, inside

the system one wants to encourage those institutions -- by
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and large institutions -- who have capabilities to use those
capabilities in advancing quality.

As opposed to sonmething as perverse as either
saying we'll penalize you for it or we'll demand that you
have costs added to your system but we won't pay you for
t hat because we can recogni ze you, we can deem you, we can
accredit you, we can give you conditions of participation
and therefore we'll hit you with all those things. But by
the way, there's no reward on the reinbursenent side.

That's truly perverse.

| think it's very difficult to use the kind of
equity equitable argunent that Jack and Bea have raised to
assunme that all parts of the system whether it's providers,
pl ans and so forth can sonehow act equally. That's just not
areality.

MR. HACKBARTH. That's right.

MR. MULLER: On the other hand,

one wants to encourage us in a powerful way and
it does get to costs and change in behavior that we're
trying to encourage.

So | think in ternms of the recommendations, |

woul d state the varying capacity reconmendation in a
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positive way by saying where these varying capacities exist
-- and sonme of them have al ready been acknow edged by havi ng
the HMOs versus the non-HMOs have the BBA requirenments -- we
shoul d encourage and reward and | earn fromthose kinds of

t hi ngs, as opposed to goi ng backwards on them -- which

think is Sheila's point in part. But definitely it would be
truly perverse to have institutions that are capabl e of

i mproving quality and be penalized for doing so, either in
terms of increased regulatory requirenents, scrutiny, costs,
di sadvantage and so forth. That would be a very perverse
out cone.

M5. RAPHAEL: But | think the flip side of that is
not to |l et anyone off the hook. Because | don't think we
shoul d be saying that there are sone providers or systens
that don't have the capability and therefore sonehow t hey

don't have to adhere or try to reach certain standards.

MR. MIULLER: If | can just, Carol, | think one of
the assunptions in all this, I think, is that sooner or
|ater the quality -- like it does in other sectors of the
world -- will be recognized and rewarded. Now it nay be so

far off it won't happen in our lifetinme.

But | think one of the reasons, and not just in
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ternms of professional ethos and concern that people try to
inprove their quality, is in fact there will be a reward for
it in the longer termto being a better provider of

services. So to that extent, there should be self-regarding
behavi or that causes institutions, providers, doctors, et
cetera, to try to inprove their quality.

DR RONE: | think we can handle this pretty easy
because | think we're at kind of risk for a crisis of
agreenent here, that we should recognize that different
el ements have different structures and constitutive
abilities that does inherently differentiate their capacity
to do certain things. A fish just can't devel op |ungs and
wal k out on land. It doesn't have the genone for doing
that. W can't punish it for not doing that. That's just
the way it is.

On the ot her hand, what we should do is say that
given the differences and the capacities of the different
el ements, each of the elenments should do whatever it can,
given its capacities and its structure, to inprove the
quality of care. And that different elements will use
di fferent pathways to get there.

| nmean, | think we want to distinguish a
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constituative genom c aspect of this fromthe fact that we
don't want to go where G enn was suggesting we don't want to
go, which is people will not devel op capacities because then
they will have expectations placed on them W want themto
devel op those capacities within the framework of their
entities.

| guess a paragraph about that m ght then be
hel pful .

MR. HACKBARTH: | think the only way we can bring
this to a conclusion is to actually tal k about |anguage of
recommendations. So what 1'd like to do is go back through
t hose one by one.

DR. NELSON: denn, | think it would be hel pful if
draft recomrendation two was rewitten and brought back to
us in the context of this discussion, because this
di scussi on changes the tone quite a bit and puts nore
enphasis on the -- acknow edges the differing capabilities
but puts nore enphasis on an ultimate goal of everyone being
accountabl e for inproving their perfornance.

MR. HACKBARTH. | agree that it needs to be
rewitten. The process will be, we need to provide enough

direction to Mary and Karen that they know what to bring
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back, or think they know what to bring back. That's what |

want to make sure of. And then tonorrow or sonetine |ater
today we will actually review a redraft. But let's quickly
go through

Draft recommendation one, |I think | heard
agreenent. W won't vote right now

M5. MLGATE: | heard two changes. Wuld you |ike
nme to cite then?

MR. HACKBARTH: Actually I'd like to not spend
additional tinme right now Reconmendation two, the key
points that | think have cone up is that we don't want to
unfairly burden organizations in the conpetition, but we
want to encourage the devel opnment of capabilities which may
vary according to the type of organization it is. So it's
encourage as opposed to uni form mandat es.

DR. RONE: This sounds like a little too nmuch of a
cop out here. What we want to do is add sonething to this
recomendati on that says m ndful of the differences, we want
to require each el enent to enhance quality to whatever
degree it has the capability of doing so. Sonething |like
t hat .

MR. MULLER M ndful of, we should encourage and
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rewar d.

DR. NEVWHOUSE: | think there has to be sonething
about rei nbursenent.

MR. HACKBARTH: To ne that's the rub. If in fact
there are different costs attendant to these different
approaches, then you start to unfairly handi cap one party
versus the other in the M+C conpetition. And so | think you
need to have nore of a reward nentality than a nmandate
mentality.

DR. RONE: Particularly given the current of the
M-C conpetition.

MR. HACKBARTH: VWhich is critical context for
this. This is not a programwhere we have private plans
flocking into it.

DR ROSS: As we're trying to stitch together
t hese wal king fish of Jack's, does that nean we bring
t oget her the di scussion on recomendation two and pull in
nunber three on that?

M5. BURKE: | guess ny inpression is two i s not
specific to creating [inaudible] three and four. | saw this
as a different issue, which is the acknow edgenent of the

di fferences between the plans and | ooki ng at what the
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expectations ought to be. | think what Murray's saying, at
| east what | hear you saying, is the issue of the
incentivizing and the devel opnent of systens to | ook at

di fferent nethods for encouragi ng behavioral changes is an
issue, | understood, in three. | understood this to be a
di fferent question.

MR HACKBARTH. So you see them separate?

M5. BURKE: | guess | understood their points to
be somewhat different.

DR. ROSS: | guess the problemis | hear the
di fferent discussion on recomendation two is |'m hearing
two thoughts that | don't think are nutually consistent.
The thing that possibly squares the circle here is to bring
in the reinbursenent rates. That's what | was | ooking for.

M5. BURKE: Right.

MR. HACKBARTH. The Congress asked us, should they
require the sane thing of all the different sectors. And |
t hi nk we have agreenent that the answer is no, we shouldn't
require the sane of all these different sectors because you
can't. And so then the next question is well, should we
require variable things or should we have a reward nentality

that if people invest in inproving quality we will support -
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- help thempay for it through reinbursenent, whatever?

And | think that's where potentially we have
di sagreenent. |'msaying | think that we ought to have the
reward/ support nmentality and not let's require things of
di fferent people because of the conpetitive consequences.

DR. NEWHOUSE: Maybe the way out here is to talk
about require in the context of quality assurance and reward
in the context of quality inprovenent.

DR. ROAE: O innovation. | think that that's --
because we don't want to say that if you don't want to go on
t he pathway of getting extra reward for inproving quality,

t hen you have no responsibilities with respect to delivering
quality. W don't want to go there, right?

MR. HACKBARTH:. There ought to be a quality
assurance m ni mum requi red.

DR. RONE: And that standard m ght change over
time, right?

DR. REI SCHAUER But if you have the sanme quality
assurance standard across all delivery systenms, isn't that
as far as you want to go?

DR ROAE: It's not as far as | want to go, but

I"mwell known to be way out anyway.
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DR. REI SCHAUER: So you woul d have different

assurance standards for different types of --

DR ROWE: No, | would have assurance standard
across the board for anybody who's involved in providing or
paying for care for a Medicare beneficiary. And then
woul d have an added reward for innovation and enhancement to
qual ity.

M5. BURKE: Can | nmake just one side note, going
back to the old days of a staffer? It seens to ne the first
recomendati on ought to deal with the question. |If the
guestion that we were asked is should we apply the sane
thing across the board, if our answer is no, that ought to
be the first thing we say. That's the question. |f we have
the answer, we ought to agree that's the answer and we ought
to say it.

And then we have all these other things. But are
we agreed that the answer to the explicit question that was
asked is no?

M5. M LGATE: But there was al so a question of
how.

M5. BURKE: | understand, but nowhere in these

four recommendati ons do we answer the question.
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DR NEWHOUSE: | think it's no, but if you do it

anyway then you should reinburse differential.

M5. BURKE: Right. But it seens to nme the first
thing we need to do is do we have an answer to the question
as asked? And if we do, we ought to state it. And that
ought to be the first thing we say. And then all the
nodi fiers, if you do, how you do, what you do, and if you
want to do sonething el se.

But there was a question asked, do we have an
answer? Are we agreed? It ought to be stated.

MR HACKBARTH:. Just to mmintain sone senbl ance of
schedule, what I'd |like to do is have Mary and Karen cone
back with sone recrafted reconmendati ons, and we'll help you
do this. There may actually be two conflicting
recommendati ons that capture what | think is a difference of
opi nion here, and then we'll do that tonorrow around 10: 30
or so.

This has been a very hel pful discussion for ne,
and thank you, Mary and Karen, for all the work on the
paper. It was well done.

Now we're going to go on to an easy item reducing

Medi care conplexity and regul atory burden. W're all warned
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up, David.

MR, GLASS: W want to get commi ssioners' reaction
to the draft report, which should have been handed to you
today. W have a new version. And see if we can get
agreenent on draft recomrendati ons.

As Murray mentioned earlier, there are a couple of
pi eces of |egislation under consideration on this subject,
and you can see themup there. They have a couple of points
on comon, as shown bel ow, but the approaches to doing those
are not necessarily exactly the sane. So the different
styles we're tal king about, they may or nay not come to
agreenent in time. W don't know And | don't think the
Senat e has done anything yet.

But the point is that Congress still is clearly
concerned about the burden issue.

This is just to remnd you a little bit of the
context for sone of the recomendations. CMS, providers,
suppliers, beneficiaries, standing between them in many
cases, are the contractors who actually carry out the
program As you can see, there are a |lot of themnow The
carrier's fiscal intermediaries, regional home health

i nternedi ari es, durable nmedical equipnent regional carriers,



10

11

12

13

14

15

16

17

18

19

20

21

22

62

program saf eqguard contractors, the PRGs and Q Cs, which
haven't happened yet. They're on the way. | can't even
remenber those.

| think we counted about 139 of these now and
they' re kind of Bal kanized between -- they're split up by
geography, by function, by setting of who they cover. So
there's this large popul ation of contractors out there. And
they do inportant things. They do the clains paynent, they
do nedical review, many audits, overpaynent determ nations,
and it's all done by contractors.

The bal ance here is that | think there's about
4,000 or 4,200 people in CVs5. There are about 38,000 full-
time equivalents out in the contractor world. So the
Medi care world, to nost providers, suppliers and
beneficiaries, the people to actually talk to are this |arge
set of contractors.

The problemis they use different systens from
each other and they interpret rules differently from each
other, and it leads to what we think is a major burden on
provi ders, suppliers and beneficiaries. And you renenber,
our goal was to search out sources of conplexity in the

programand sinplify it. So we'd like to elimnate entire
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| ayers of interpretation and burden in that way.

This isn't working profoundly well because, as you
may remenber, GAO showed that when people call up to ask for
i nformation, 15 percent of the tinme they get a correct and
conpl ete answer, which neans 85 percent of the tine they
don't. So that is a major burden on providers, suppliers,
and beneficiaries, to not be able to get correct answers
about what is in the program particularly if they' re going
to be prosecuted for it later.

Wiy is it this way? It's this way because it's
the way the program began. W wanted to have | ocal
contractors. W were going to have |ocal enphasis. W were
going to pay local rates. It's not true anynore. W don't
do that. So it nmay be tine to get rid of some of these
arbitrary distinctions and divisions and renove sone | ayers
of interpretation.

That takes us to our first recomrendati on, which
is should nove to a standard nati onwi de system of cl ains
processing and elimnate |ocal descriptions of policy and
regulation. So we're saying we want to have CMS cone out
with a clearer statenment of what is the policy, what is the

regulation, and howit's going to be carried out through the
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cl ai ms processing and not have many interpretations of that
going forward to the providers and beneficiaries.

We al so want Congress to allow CM5 to contract as
necessary to i nplenent the standard systemefficiently,
whi ch means CMS should be allowed to divide this between
contractors and government personnel. They should be able
to deci de how many of each they want and how t hey divide up
this clainms payment worl d.

How to deal wth | ocal nedical review policies is
an issue that cones up if you go to this way of doing
things. And the question is if you don't have | ocal
carriers around -- in many cases we don't have them around
anynore anyway, by the way. But if you don't have them
around at all, what about all these 8,6 000 | ocal nedical
review policies that are out there?

It turns out that of those, nobst of themactually
are for -- the reason they were instituted is because they
were to explain why denials were being nade automatically.
That's the purpose of a local nedical review policy in nost
cases. So if you want to a standard cl ai ns processing
system presumably you woul d not need those anynore.

By the way, this was done with the DMERCs, the
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dur abl e nedi cal equi pnent regional carriers, now create a
common set of LMRPs. So we have a national |ocal nedica
review policy for DMERCs. So it has been done, apparently
it's possible and everyone is happy with it, I'msure. But
it is the case where it's happened.

MR. HACKBARTH. David, could you just explain
that, a national |ocal nedical review policy?

MR. GLASS: There are four DMERCs. Apparently
they al so have a program safeguard contractor who wites
| ocal nedical review policy and they all agree on it. And
then all presumably put it in place uniformly. So these are
still what are called -- they're not national coverage
decisions. They're still local nedical review policies, but
they're all held in comon by the four DVERCs.

MR. HACKBARTH. So they're local policies within a
nati onal ly established plan and framework that are
i mpl enented | ocal ly.

MR. GQLASS: They're inplenmented by the four
DMERCs, which are not exactly | ocal anyway. But yes, that's
correct.

You're going to still need to retain sone system

to get in provider feedback on what's going on and what are
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t he new and innovative things, and that's where people raise
an objection to this idea of a standard system They're
afraid that if you had a standard clains processing system
that you'd have a problemwi th bringing in innovative new
treatments and things |ike that because they don't want to
go through the national coverage decision process. One,
because currently it seens to be slow, though that could
concei vably be fixed. And secondly, because they don't want
one person to be able to say no. They want to have a | ot of
opportunities for someone to say yes. So that would have to
be dealt wth.

It has to be dealt with anyway because whatever
systemyou put in place there are going to be clainms for new
and i nnovative things actually comng into the system and
sonmeone has to make a decision on those. And they have to
make a decision on a claimby claimbasis for a policy
happens, before a policy is devel oped they have to nake a
deci sion on a claimby claimbasis.

So soneone in the clains processing system
presumably a medical director, will need to be able to have
the authority to nake those deci sions.

DR, LOOP: Don't you think we need to put that



10

11

12

13

14

15

16

17

18

19

20

21

22

67

flexibility and that input fromproviders into this
recommendat i on sonehow? Because otherwi se, we're going to
big brother and we're elimnating all of the | ocal
flexibility and input.

MR. HACKBARTH. |'msure we're going to cone back
and have a substantial discussion about that issue, but I'd
like to hold off on.

MR. GLASS: It is discussed in the text. Anyway,
this is the first recomendati on.

G ven that you' ve done reconmendati on nunber one,
we'll conme to recomendati on nunmber two. This is really to
hel p change the tone of the program and it's that providers
shoul d not be subject to civil or crimnal penalties for
relying on official guidance that's later found to be in
error.

This is a major conplaint of providers. Even if
t hey make a good faith effort and do what they're told, they
get puni shed anyway whi ch doesn't seemfair to anybody. So
recommendati on one sets the stage for nmaking this one
possi bl e, because you need to have a wel | -understood program
to make it possible to have official guidance and get it to

peopl e when they ask questi ons.



10

11

12

13

14

15

16

17

18

19

20

21

22

68

So in the text we say what constitutes official
guidance. It has to be witten and CM5 is going to have to
create a process for providers, suppliers and beneficiaries
to request and receive sanctions witten gui dance on program
guestions. This could probably be done adm nistratively at
the CM5 | evel, or it could be assured by |egislative action.
This is one of the things that current legislation is
consi deri ng.

Agai n, stemm ng fromrecomendation one, if the
contractor structure is rethought and perhaps the divisions
are renmoved geographically and noved to sonething el se, the
adm ni strator of CMVMS should revisit the proper function of
CVB regional offices in the sense that right now, regional
offices, one of their roles is through the four consortium
| think, to take care of the local contractors and oversee
them And they have to do Medi caid and ot her things that
really are on a regional basis. So we're saying that you
want to rethink what their function is vis-a-vis the
contractor world, and possibly also, in regard to
beneficiaries, perhaps it could be strengthened if CMS
people are put in local Social Security offices as has been

suggested in other studies.
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Reconmendati on four. This recommendation to shift
t he bal ance toward greater up front vetting of providers and
away from back end rigor of clains processing enforcenent is
a bal anced question. | think if you look at the private
sector nodels you'll see that the bal ance there is sonmewhat
different than currently in Medicare. Medicare has the any
willing provider aspect that will let any willing provider
in, and then will be very tough on the back end when clai ns
processi ng and enforcenent conmes in and weed them out that
way. Whereas the private sector tends to be a little nore
discrimnating on the front end. W're suggesting that CMS
shoul d do that here.

For DVE, for exanple, just asking for real
addresses and Social Security nunbers inproved that program
whi ch seens like a very |ow bar to go over.

And beneficiaries, we think, would stand to
benefit if they could be assured that providers and
suppliers were reliably high quality rather than sinply
willing. O course, we just had the quality discussion and
how you define high quality will be an interesting question.

In the text we point also that providers and pl ans

m ght be given credit for good behavior and subject to | ess
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frequent requirenments as they exhibit the behavior over the
years. MtC plan provider networks, if they've been reliable
over many years, why turn in nmassive docunentation

repeat edly about who their provider network is, for exanple.

Again, this is an effort to inprove the tone of
the program Providers feel they're subject to nultiple
audits and investigations fromthe HHS O G and fromthe
Depart nment of Justice, various agencies in the Departnent of
Justice. If the current structure is appropriate it needs
to be explained better to the provider comunity. |f not,
it should be rebal anced. At |east you want to nake better
use of audit and investigation results.

It appears to be within the authority of the
Secretary and Attorney General to rebal ance and woul dn't
need | egi slative action, except maybe the way the funding
cones in, which nmay be what's determ ni ng who does what
ri ght now.

Qur intent here is to try to slow the pace of
constantly changi ng regul ations, and to do so by avoi di ng
Congress having to come back and | egislative corrective
actions when it turns out the first one didn't turn out

gquite the way everyone had hoped. So we want Congress to
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provi de enough reasonable tinelines and resources for CMS to
devel op and test regul ati ons thoroughly before

i npl enentation. They may need resources so they can perform
tests where that's appropriate. And give themnore tine so
that they can consult with industry and try to understand
what will happen as the regulation is put into play.

Now, consulting with industry, CMS nmay need sone
exenptions fromthe Administrative Procedure Act or the
Federal Advisory Commttee Act, depending on how t hey want
to consult. 1t's not clear whether they have enough
flexibility nowto do so.

Here's one, | think, this is sinple enough that
everyone will agree. OCMs should elimnate regul ations and
ot her issuances that becone obsolete as a result of program
changes. For exanple, CMS should sinplify or elimnate cost
reports that are no | onger needed as we nove to PPS systens,
sinplify or elimnate the ACRP subm ssions for M-C pl ans,
and basically try to help reduce the data collection burden
on the providers and suppliers.

As Murray puts it, we need the equival ent of an
uni nstall program where you push a button and all the

regul ations that you don't need anynore go away when you put
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a new one in place. But we don't have it, so CVS needs to
figure out how to do this.

The | ast recomrendation, and this is to give CV5
the resources to pursue new technol ogies that would sinplify
adm ni strative processes and inprove the information
exchange with program participants. Here we're thinking
about things like better use of the Internet for information
exchange, put up the statenment of policy, have it clearly
right there so people can directly to it, they don't need to
go through levels of interpretation.

The HI PAA billing standardi zati on nmay hel p as that
t echnol ogy goes into place. Electronic nmedical records
m ght be another technology that if CMS could take advant age
of it would sinplify things. And also, the information
exchange, |'mthinking of tax software where you just put in
a couple of data elements and then the tax software does al
the conplicated filling out of forns and such. And it seens
that would certainly be a step that they could take.

That's it for the reconmendati ons.

DR. LOOP: | think in the interest of tine, this
is probably a subject that everybody wants to di scuss, so

"1l yield nmy time to others who want to conment on the
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| ocal flexibility and the mai ntenance.

DR. NELSON: | think you did a great job with
this, David, and ny comments are with respect to the process
for devel oping the national review policies in the first
instance. And then secondly, sonething that you don't deal
very much with in your report and that is a process for
updating it or for, in the future, revising it
appropriately.

It seens to me that arriving at the nationa
policy in the first instance ought to be done after a
t hor ough review of the local carrier review policies and an
anal ysis of where they're concordant and where they aren't.
And then the process should allow for the input of providers
and consumer group representatives. | won't use the word
negoti at ed rul emaki ng process because we don't want
sonet hi ng t hat burdensone.

But at | east when these rules are witten for the
first tine it appears to nme that there should be an
opportunity for input prior to publication as proposed
rules. | mean, there ought to be a way to vet it before it
hits the Federal Register.

Wth respect to the process for updating the
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policies, | think that also should allow that kind of input.
And when it cones to the coverage decisions, | think we
should identify in the text the capability or the work of

t he Medi care Coverage Advisory Committee as a participant in
that since they have statutory responsibility for that.

M5. NEWPORT: |'Il echo Alan in that you did a
very fine job on this. A couple of things that | think need
to be clear which m ght be confusing outside the context of
this organization. And |, as always, bring nore of an MtC
focus to things. But in sone of these areas, it appears
that the enphasis could be taken as just applying on the
fee-for-service side or clains processing as it applies to
fee-for-service. But the statements, in the broadest sense,
t he recommendati ons, also apply to positions that plans
woul d take in terns of duplication and reliance on advi ce.

So | think that I would like to be really clear
that this has application across A, Band C, and Dif we
ever get to that. So | think that's just a subtle
redirection of the enphasis to acknowl edge that. And I
think that's inportant because the plans run into the sane
situations. Although it may not be claimby claimdriven,

it is interpretation and the burden that's placed on the
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plan. So |I'd kind of Iike to see that enphasized a little
differently or declared a statenment to that effect, that
it's cross-cutting.

Because even in your little intro here, you do say
the first three relate to getting -- | lost it.
Unnecessarily conplication of the programby noving to a
standard nationwi de system for clainms processing. But it
doesn't just apply to clainms processing, so |'d like to see
that clarified.

The other one, and forgive ne, | just wanted to go

back for a second and not necessarily conment on the

speci fic recomendation. | forgot it. 1'Il have to cone
back to it. 1'Il rest on that point and I'Il remenber |ater
what's going on. | guess | can claimjet |ag today. |

appreciate it.

DR RONE: It's a senior nonent.

M5. NEWPORT: It's a senior nonment, yes. Thank
you, Doctor.

MR. DEBUSK: Inbedded in this is a nmjor concern
fromthe technol ogy standpoint, because you' ve really got to
under stand how t he system works now with new technol ogy and

substantially inproved technol ogy. You know, after a
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product is approved by the Food and Drug Adm nistration,
ultimately sort of |like the clearing process or the
eval uati on process, ends up at these regional or |ocal
| evel s where maybe a university will work with a | oca
physi cian working with the carrier or the internediary. And
they'Il assign a code to that product. And initially that
product is used in that regional area and the efficacy of
that product is determ ned that way.

| f you thought about taking devices, of the many
devi ces, of course we know there's a | ot of inprovenents
bei ng made in nedicine today that are substantial. Stents,
i npl ants, hardware and what have you. But if we tried to
drive that into CM5, back into Baltinore, that aspect, can
you i magi ne how nmuch resources, what that would require at
CM5? And it's already, as we well know it's overburdened.

| understand a standard nati onwi de system for
claims, all this. | can certainly understand there could be
a potential of a real plus here. But there's pieces
i mbedded |i ke this, that there's no way, in ny opinion, that
we can give up that local input as it pertains to the
quality of the devices and what have you.

MR. GLASS: That's a key question. You want sone
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kind of local input. But on the other hand, that doesn't
mean you have to have a local carrier attached to it. In

ot her words, you could have an advisory comm ttee that goes
to some nedical director, but that doesn't necessarily mean
you have to have a local contractor doing it. |In fact, the
current system of the DVERCs, we have four of them But
even in the Part B carriers we have Part B carriers that are
covering 10 or 11 states.

Sois it local anynore? | don't know.

MR. DEBUSK: Let me go back. You use the exanple
of the DMERC. So you go to a regional, and | think
ultimately what we're going to have is a substanti al
reduction in internediaries for Part A going forward. Are
we going to assunme -- are you sayi ng perhaps a nodel nore
i ke the DMERC on the Part A side?

MR GLASS: We're not trying to recommend how CMS
shoul d reorgani ze the contractor network. W really can't
do that. W're trying to nmake the sinple recommendati on
that you want a standard system How they figure out howto
get the local input, |I don't know | nean, you could
concei vably have advi sory commttees organi zed by specialty,

for instance, rather than geographically. Maybe that would
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make nore sense. | don't know Wuld it nake nore sense to
have a cardi ol ogi st nmedical director and have him hear from
advi sory comm ttees that way, rather than do it on a | ocal
basis? | don't know.

And as | say, the local basis has kind of
evaporated to a | arge extent anyway.

MR. DEBUSK: Even if it has evaporated to sone
degree with one internediary or what have you covering
several states, still there's enough of those processing a
ot of information as it pertains to the device. And I
don't see how we could really give up that piece wthout
really giving up a ot of the devel opnent and inplenentation
of new t echnol ogy.

MR. FEEZOR: | guess I'll test the waters on ny
newness on this panel. Dave, in your review, was there any
evi dence that changes either in adm nistration or sort of
the political vicissitudes cause for sone confusion in
interpretation and reinterpretation of regs? Ws that an
i ssue? A change in adm nistration where in fact previous
regul ations are revisited and it beconmes a source of
confusion for either providers or for participants?

MR. GLASS: That's happening right now. | don't
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know if it's a source of confusion but certainly this

adm ni stration has changed, for the M+tC world, has certainly
changed a |l ot of things adm nistratively. Sone of which
have been, in fact, overturned and it turns out they
couldn't do it admnistratively. So is that a source of
confusion? You d have to ask Janet. | don't know.

MR. FEEZOR It was just a question nore of, if
that is, in fact, a point of burden or confusion then the
second question -- maybe this is ny naivete, is that
sonet hing that this group wants to highlight or make note of
in the report?

DR. ROSS: At the tinme we talked to a ot of
people on this there hadn't been a change in eight years.

DR NEWHOUSE: | think I1'mgoing to come out on
the other side fromFloyd and Pete. | found the argunent
here conpelling, that this would be both cut cost and
sinplify the programfor the people that interacted with it.

| understand the argunment about we would |ike sone
variation, but it seens to nme there's variation fromthe
commercial side. It doesn't necessarily -- given that
there's a big age difference in the product won't handl e

that problem But | found the argunent that this is a
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nati onal program and an equal protection kind of argunent
conpel |'i ng.

As for Pete's point about trials being run
locally, trials are covered and one can al ways authori ze
coverage under a trial in some setting or other w thout
maki ng a national coverage decision. So | don't find that
an inportant argunment, unless |I'm m ssing sonething.

But | know our friends at Pharma and Envoned have
sent us letters touting |ocal coverage decisions. | just
find the balance goes in a national programthat there
shoul d be uniformty of benefits insofar as we can
acconplish that.

DR. STOANERS: |'ve got a couple points, and one
goes back to what Pete was talking about. I'mtotally in
support of what is said here about elimnating | ocal
descriptions of policy and regulation. But | would add sone
words in there nmaybe to kind of bring us together.
Sonmething like while allowing for local flexibility to
initiate new and i nnovative ideas and technol ogy or
something like that. It would still get across the point
that there needs to be sonme way in the system

And that kind of gets to nmy second point, and it's
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a great chapter. But | don't think we enphasize enough in
the chapter how much responsibility, if this all happens, is
going to conme back to CVM5 as a central agency and uniform
agency, and what the responsibility is going to be at that
poi nt for Congress or whoever to provide a |arge anmount of
resources, that's going to run a central billing system and
that's going to put out this information across the country,
that's going to take on bringing new technology into the
forefront in a nore tinmely manner, which obviously is a huge
problemright now, to try and do that on a national |evel

| think we really need to enphasize in this
chapter that if we're going to make these changes and we're
going to centralize all of this, that there's a |ot of
resources and noney involved in doing that. W kind of do
that, but I...

DR. NEWHOUSE: Ray, | think there's |ess noney
i nvol ved.

DR. REI SCHAUER: It's in sonebody el se's hands,
but there should be | ess because you don't have it going on
i n nunerous duplicative agenci es.

DR. STONERS: | think what I"'mtrying to say is

right now it can take nonths and nonths and years. As you
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said before, that can be fixed. But it is going to take an
over haul of the way CM5 has done sone things to get nationa
cover policy and that may require new technol ogy. |
personally think the overall cost will be less but it's
going to take a trenendous shifting of where the noney is
spent to make that work. |'mjust not sure that cane
across, that there's going to be an inherent responsibility
to do things a lot different at the national |evel and to
give themthe resources to do that.

DR REI SCHAUER: And we coul d say sonet hi ng about
speedi ng up the process. This has been a problemwth
i nternedi ari es al ready.

DR. STOWNERS: Absolutely. Because the current
process, if we were to just do this tonorrow and not change
the current process at the national level, this would be a
disaster. And | think we really need to nake that point
about that.

MR. MULLER  One of the questions | had was
whet her the standard nati onwi de system of clains processing
necessarily inplies one clainms processor nationally?

MR. GLASS: No, it would not.

MR, MIULLER But it may in due tine, to get that
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ki nd of standardi zation. One of ny concerns -- you have
sone variation right now So | would nmake two points. One
is | would be very nuch opposed to one, if you could create
such a beast, having one clains processing part. You'd
never be able to replace that entity because of the all or
none situation in terms of com ng in.

And secondly, and this is kind of simlar between
draft recommendation one and two, | think while in a
negati ve way we say that the provider should not be subject,
in recomendation two, crimnal penalties for relying on
official guidance. | think insofar as the carriers are
official agents of CM5 and the Medi care program then there
has to be full responsibility for what that agent does. |'m
glad to have this recomendati on. But there should be
responsibility for what the carrier does on behalf of CM5,
as opposed to just saying they're a contractor and we can
sel ectively stand behind them and not stand behi nd what they
do.

One of ny concerns is, given the unevenness of the
carriers, they do nake m stakes along the |ines you
i ndi cated both in your oral conversations today and in the

report. But we need to really have CM5 be responsible for
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its carriers on a full basis at all tines, as opposed to
just having sone distance between CMS and the carriers.

Let nme just go back. Bob quickly said that there
woul d not be a standard nati onwi de system of clains
processing. How do you envision then getting the kind of
standardi zation you're | ooking for? By just broader
regi onal i zati on?

DR REISCHAUER: No, | said there wouldn't be a
single contractor, that there would be probably a handf ul
and | think there would be an interest by CV5 to keeping a
conpetitive environnental alive, just as we do for fighter
aircraft and ship building in the Defense Departnent.

MR. HACKBARTH. But they're all using the sane
software and the sane rules.

DR. RElI SCHAUER: Sane software and the sane rul es.

DR. BRAUN. | just want to say, | do strongly
support this and | think that it will be -- | understand the
i nnovation problens but | think it wll be -- new

technol ogies get old and I think you have trenendous
differences. | think the process of |ooking at this whol e
thing will bring out the differences fromarea to another

and what's covered. It just keeps com ng up again and again
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if one knows fromone area to another, things that are
cover ed.

Just last week |I encountered a patient with
peri pheral neuropathy who needs a special shoe with an
insert in order to get this ulcer healed on her foot which
she's had for a very, very long tine. And | found that in
Florida that's not paid for. Nowthat is paid for up in the
Boston area. |It's paid for in the New York area. It makes
no sense at all that it's not paid down there.

And it's not |ocal medical practice. The |ocal
nmedi cal practice is nationw de that these are used, but it's
just coverage practice that differs. And | think that wll
turn up in the process of getting to this point.

DR LOOP: Joe, I'"'mnot sure we're opposites here.

Maybe | didn't state my case here. Let ne start with
recommendation two and then junp back to one.

The big problem if you' re on the provider side,
is that you can't get guidance. In fact, the internediaries
won't even give it to you in witing. That's a big problem
So in addition to inproved efficiency by noving to a
st andar dwi de system of clains processing, you should be able

to get standards in determnation, that is translation and
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interpretation of guidelines. That's the good part.

But if you just think about it, there has to be
some kind of input to this centralized CMS clains processing
by the provider conmunity. And if you don't have that, then
they act with ultimate authority with no input and it
beconmes anot her bureaucracy. That's what |'mworried about.

So what | want is some kind of an advisory board

DR. NEWHOUSE: They have it.

DR. LOOP: They do?

DR. NEWHOUSE: Medi care Coverage Advi sory
Conmittee, which is the nmechanismfor reaching a national
cover age deci sion

DR, LOOP: Fine. |If that suffices, then..

DR. NEWHOUSE: It's sonewhat cunbersone, as people
sai d.

DR, LOOP: |Is that staying? |Is that in effect,
and wll that be in effect with this nove to a standard
cl ai rs systen?

DR. NEWHOUSE: | woul d have thought so.

M5. ROSENBLATT: Let ne nention that ny enpl oyer,

Wel I point, was a fiscal intermediary in California, is no
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|l onger, and is currently a fiscal internmediary in Georgia.
So take ny comments with that background.

|, unfortunately, don't know a | ot about the
fiscal internediary program | haven't had a | ot of contact
with it. So sone of my comments may reflect my ignorance.

But in tal king about a standard nati onw de system
| think that that does have the aura of reduced costs. But
getting there has enornous costs. And | don't think there's
enough in here about how difficult a change |like that is.

But on the other side of that, when | hear people
who are internediaries talk about it, they tal k about the
Florida system So | don't really understand how cl ose we
are right now to a comobn system

MR. GLASS: | think there are the so-called
standard systens, of which | believe there are two for FIs
and four for carriers. So those are common -- those are
standard software systens. There's a vendor for them and
each of the contractors has to get that software systemfrom
the vendor. When there's a regul ation change, the software
vendor of the standard systemhas to put it into the
standard system Then these things end up at the

contractor.
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M5. ROSENBLATT: It sounds like you' re saying

there are four standard systens?

MR. GLASS: Yes, that's an interesting phrase,
isn't it? Four standard systens. | think that's in the
carrier world, I may have these turned around.

MR. HACKBARTH. Those four systens vary in
content? They're substantively different, in terns of the
results that they produce?

MR. GLASS: |s the basic |ogic behind them
different? 1 don't think it's supposed to be. | think if
you put in a claimat one end, you' re supposed to get the
sane answer at the other end. Yes, Wrd and WrdPerfect.
So the idea is that they're supposed to be the sane. The
problemis that if you' ve ever done codi ng or programm ng,
that's not so easy to acconplish.

M5. ROSENBLATT: | guess ny point is that maybe
some background on what is there would be hel pful, and then
sone narrative on howdifficult it is to conbine systens.
Working for a carrier that has bought conpanies and tried to
bring systens together, it's the nost difficult thing in
busi ness |'ve ever seen. It's extrenely difficult,

extrenely costly, and I think we need to recognize that.
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think the goal is wonderful, but | think sone narrative
about how hard it is mght be worthwhile. That's on
reconmendati on one.

The other point | wanted to nake, on
recommendation two, and again |I'mnot an expert on this, but
|"mgetting the sense that there is sonme proposed rule or
| egi sl ation out there that would i npose additional liability
on the fiscal internediaries? |1'mhearing talk that
carriers are saying maybe we should no longer do this if
there's going to be additional liability. | didn't see any
mention of that.

M5. LONE: There's two pieces of |egislation that
we di scussed earlier that are out. Each of those bills has
di fferent provisions about whether or not contractors wll
have to provide witten gui dance or whether they can provide
witten guidance.

Associated with that then is the responsibility of
provi di ng correct guidance. | think that is probably what
is at the root of sonme of this concern.

M5. ROSENBLATT: So we need to, in addition to
tal ki ng about providers should not be subject to civil or

crimnal penalties, is there a simlar statenment for
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contractors?

DR. RONE: You nean fiscal internediaries?

MS5. ROSENBLATT:  Yes.

DR. RONE: There's a long history of their paying
huge fines. [Illinois was hundreds of mllions of dollars,
think. So if you want to put in a provision that they be
i mmuni zed agai nst that, that woul d be..

DR. REISCHAUER: It m ght not be the end of the
world if you went to this new systemin which every three or
four years we reconpeted and presumably those who have been
willfully negligent or inconpetent would be bounced out.

But it's sort of been an inheritable right, at this point,
to run one of these things. So you need sone kind of
di sciplinary effort.

DR. RONE: The point | was making is, |'mvery
synpathetic with the idea of immunizing fiscal
internediaries. | think that we could never go there
because in many ways the fines are designed to recover funds
that are felt to have been overspent, overcharged, et
cetera, et cetera. And you can't take away sonebody's
ability to do that, | would think, or the governnent's

ability to do that.
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MR. MIULLER: Can | just cone back to the point

that Alice and Bob were tal king about, and Alice nade it
better than | did. But nmy experience with these conputer
systens are |i ke the | anguages in the Indonesian vall eys.

They're all different |anguages and nobody speaks to each

ot her.

So the sense that even if you have standard
systens, | really question to what extent standard systens
are really standard. |If one, for exanple, ran 1,000 clains

t hrough the various internmediaries and carriers around the
country whet her one woul d get 100 percent equival ency in
terms of howit's processed, 90 percent, 80 percent.
don't know what the right nunmber woul d be.
But if it's sonmething |ike 80 percent, that would
be a pretty wunwelcone outconme. |'mjust putting a
hypot hetical out there. | don't know what the answer is.
So as one thinks about integrating these comnputer
systens that go towards a nore standard nodel, | have the
guestion of who's going to bear the cost, how they' Il get
i ntegrated, whether in fact -- as Bob suggests -- every
three or four years -- it's hard enough to get people to

invest in these once every 25 years, let alone every three



10

11

12

13

14

15

16

17

18

19

20

21

22

92

or four, given the nunber of old systens we have in the
heal th care worl d.

So one of ny questions is exactly how does this
st andardi zed system of clains processing cone about? Now if
|"'mwong, again like Alice | don't have as nuch famliarity
with this, but in the parts of the world I do know in health
care the systens never talk to each other. So the question
is are these systens really as standard as the conment as
there are now six of themright now inplies?

MR. HACKBARTH. |'mgetting confused. Maybe |
never understood it to begin with. | assuned that the
starting point here was that, in fact, there is variability
inresults. That's the problemthat we're trying to sol ve.

So al though there are four standard systens -- is
that for the carriers or the FIs?

MR. GLASS: | think that's the carriers

MR. HACKBARTH. Ckay, let's stick with that.

There are four standard systens for the carriers. They are
produci ng significantly variable results.

MR. GLASS: It goes beyond that. See, there are
four standard systens --

DR. REI SCHAUER. That has nothing to do with a
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standard system That has to do with decisions that are
made on how to cover different things in different areas of
the country. W're talking about two very different things.
One is sort of the software and let's say we go down to 10
entities which process clains. Do they all use the same
software? O are there two or three different softwares
that are approved to be used?

But then there's the second question, do they al
use the sanme rules? That's what we're tal king about.

MR. GLASS: In addition to the four standard
systens, then the carriers put in their own automated edits,
whi ch are supposed to be supported by LMRPs. So you can get
a lot of variation.

MR. HACKBARTH. | think nmaybe what we need to do
is start going recommendati on by recommendation. 90 percent
of the discussion has been about one, but we do have ot her
recommendations that we're going to get to.

So let me ask if there are any further comrents
about one?

MR. DEBUSK: Mirray, maybe you and Joe will know
the history of this. Wthin the DVERC side, at one tinme was

there not 28 or 32 DMERCs? How nmany were there?
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DR. ROCSS: | don't know.

MR GLASS: It used to just be one of the carrier
functions and you got a Part B carrier that did, anong other
t hi ngs, durabl e nmedi cal equipnent.

MR. DEBUSK: But they processed it in different
| ocations? It come from sone nunber all the way down to
four, right?

MR. GLASS: They decided to specialize, four of
them specialize and put it in four places.

MR. DEBUSK: And they're on one conputer system
they're on the VIP systemand all the clainms go through
there. They're going through there at this point so let's
standardi ze -- there's four medical directors. Nowlet's
| ook at the fiscal intermediary, and | just want to nmake one
nore conment.

If that's where they' re headed, and | understand
it is, EDS 1 think is ultimately the systemthey're going to
or trying to nerge toward. |If we end up with a smaller
nunber of FIs and the standardization takes place in this
manner, ultimately within those regions that will be left,
if there's sonmeone or sone relationship to process new

technol ogy this could make sense. But if all of this is
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going to funnel into Baltinore, it's a big train weck

MR. HACKBARTH: | have a comment about nunber one.
Sonme of the | anguage seens pretty absolute to nme. Elimnate
any |l ocal descriptions of policy and regulation. | wonder
if maybe what we're trying to do is allow variation only
when it's a conscious exception to a national rule with the
idea that the goal is to have national consistency and
uniformty, but sonetines we nay want to all ow sone | ocal
variation on a tenporary basis to |l earn things and then nmake
a decision whether or not to nove it into a national system

DR. NEWHOUSE: Why woul d we do that outside of
trial?

MR. HACKBARTH. \Whether you label it atrial or
not doesn't really matter to ne.

DR. NEWHOUSE: It matters to whether you' re going
to | earn anyt hi ng.

MR. HACKBARTH. The problemw th the current
system as | see it, is we have sort of uncontrolled
variation. It's just willy-nilly variation based on | ocal
factors. | think of running a large organization. Oten
you want to del egate things. You want to have sone | oca

flexibility. But when you del egate well you delegate within
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a franework and a sense of howit fits in the bigger
picture. | don't think that's how the current system
oper at es.

MR. GLASS: The thing is, depending on how they do
the contracting for this, what would | ocal nean? |[|'m not
sure what |ocal would nmean anynore. |'mnot sure what it
means now, to tell you the truth.

DR RElI SCHAUER: What it nmeans now. What it neans
now i s geographically arbitrary.

MR. HACKBARTH. But even if you have a system of
nati onal processing through a small nunber of contractors,
you could say in a particular geographic area there seens to
be a lot of interest in a particular innovation. And in
that area we're going to try sonme coverage, label it a
trial, and make a deci sion about whether that ought to
becone a national deci sion.

As opposed to saying it pops up in this |ocale.
The only way for something to happen is for it to go through
t he nati onal coverage process.

MR. GLASS: You're going to have nedical directors
-- whoever is processing the claim they're going to have to

have nedical directors. They're going to have to have
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peopl e maki ng deci sions, and sonetines on a claimby claim
basis, for what to do with new things that cone in. So I
think that has to be retained. | don't think we should tel
-- well, I don't know that we can recommend to CVMS how to do
that. W can certainly reword the recomrendati on, but |
don't think we're ready to tell themhowto doit. But I'd
like to |l eave the word |ocal out of it.

MR. HACKBARTH. M point is not to tell them how
to doit, and I'mnot wedded to the termlocal. But what
does seeminportant to ne is that it nmay be appropriate to
have variation with an idea of bringing it to a national
standard, as opposed to the current system which has sort of
per manent uncontrolled variation. That's what we're trying
to get away from

MR. GLASS: As Joe said though, it would be nice
to learn something if you do have a provisional coverage
decision, it would be nice to | earn what the outconmes were,
which | don't think --

DR, REISCHAUER | think people are trying to have
it both ways, and | don't think you can. But what we m ght
want to say is, to the extent we nove in the direction of

t hese reconmendati ons, CV5 has to place a greater priority
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on denonstrations of innovative coverage, procedures,
devi ces, whatever. The tinme frane has to be shorter for
t hese things and we have to | ook nore carefully.

DR. NEWHOUSE: How is that different fromthe FDA
trial process? There's processes over in the FDA for
approval of devices that rely on trials. And Medicare now
covers trials, as | understand it. So |I'mnot sure what the
i ssue is here, beyond the uncontrolled variation.

M5. ROSENBLATT: On this point, | have another
guestion. Do you know how nmuch, within any of the four or
si x systens, how rmuch is system adj udi cated versus doesn't
go through the system requires manual intervention to pay a
cl ai n?

MR. GLASS: | think sonething called a clean
claim which wouldn't trip any of the automated edits,
think it's Iike 90 percent of the clains. O clean clains

don't trip any edits and don't get pulled for nedical

revi ew.

M5. ROSENBLATT: So 10 percent of the clains are
still going through a manual process?

MR. GLASS: That's an approxi mate nunber, as far
as -- |'mnot sure.
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M5. ROSENBLATT: The point I'mtrying to make here

is, we're tal king about consistency and how you get there.
But | don't know any clainms systemthat's able to process
100 percent of the clainms automatically. The mnute you go
t hrough a manual process you introduce differences. So |
guess to the discussion that was just occurring that's a
poi nt .

And al so, again going back to ny point before of
the cost of getting there, we could spend a | ot of noney to
get to a consistent systemand still not achieve the goal of
consi stency, depending on how nuch has to go through that
manual process. So that's an inportant point.

DR. REI SCHAUER: | think what we're tal king about
is Bea's problem are the shoes covered or aren't they? And
why shouldn't they be in Florida if they are in New York and
Boston and nost of the country? That's what shoul d be
consistent. Then there will be sort of a |ot of judgnent
calls around the edge of the sort you're tal king about in
any system

M5. RAPHAEL: When we say systens here, | think
it's a proxy for some kind of consistency in decisionnmaking

and the rules of the gane.
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M5. ROSENBLATT: The point I'mnmaking is that

payi ng health clains is so conplex that doing all of that
codi ng, you don't get to 100 percent. That's the problem

DR ROAE: | think that | agree with what Alice
says, although I think that there is one risk in
generalizing fromour experiences in a non-Mdicare world.
And that is one of the major problens in handling clains for
Vel | point Health Networks or Aetna or PacifiCare, is that we
have a |lot of different products out there. And every plan
sponsor has got a different set of what's covered. The
benefits change a | ot.

So when a given person is calling in and that
person may have noved from one conpany to another or, within
a conpany, fromone plan to another. What's covered? Wat
isn't? Wat's the timng, et cetera?

A lot of that conplexity which, for us, is very
expensi ve and burdensone, is not relevant to the Medicare
program So that we should recogni ze that you'll never get
to 100 percent, or the cost goes dramatically up as you try
to get to that 100 percent. But that some of our
conplexities really aren't inherent in the Medicare program

| think the other thing that we have to understand
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that | haven't heard, and |'mnot sure it's even our role,
is that there are trenmendous variations in the practice of
medi ci ne across the United States. And this variation is
not all bad. |It's related to practitioner preferences and
beneficiary preferences. There are different rates of
utilization of different kinds of nedical interventions,
surgical interventions, et cetera. Sone of it is noise and
bad and Jack Wenberg and his col |l eagues have taught us about
how that's not good quality.

But there's sone of it that just is inherently
there. And the market is different. |In sone markets you
have nore providers than you need. In sonme markets you have
fewer providers than you need. And | wonder to what extent
these variations in the health system independent of
Medi care, drive sone of these differences that we are seeing
or whether or not they would all be washed out? And whet her
or not that is a consideration or not. | don't knowif it
is or not, but it m ght be.

MR. HACKBARTH. Any response to that?

DR RElI SCHAUER: You coul d have nmade a case for
that a nunber of years ago when the internediaries, the

carriers, were geographically identifiable. But nowit's
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t ough to make.

MR. HACKBARTH. Any ot her comments on
reconmendat i on one?

DR. NEWHOUSE: Wen are we going to vote?

MR. HACKBARTH: Do you think we ought to do it as
we go through right now or go through all of thenf

DR. RCSS: | think we've been through all of them

MR HACKBARTH. Well, we haven't had nuch comment
on anyt hing other than recommendati on one, at this point.

DR. ROSS: | took that as agreenent.

MR. HACKBARTH. Wy don't we start going through
di scussi on and vote on each one. The issue on the table is
draft recomrendati on nunber one. All opposed? Raise your
hands so | can see.

Al in favor?

Abst ai n?

Ckay, should we go on to nunber two? Comments on
nunmber two?

DR. NELSON: | agree with this reconmendation, but
| would Iike to see the words inserted after penalty, or be
required to replay "overpaynents" when relying on official

gui dance and so forth. The reason for that is one of the
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things that's driving people crazy will be they'll ask for
instruction on what to bill for or whatever, they'll receive
what they think is clear instruction and then subsequently
be informed that it wasn't covered. It nmay not be a covered
service. It may be that they'll ask for a coding |level, a

| evel of service, and be told one thing and then
subsequently be forced to repay not only that, but if it's
extrapol ated, a bunch of additional clains.

So it's not coombon -- as a matter of fact it's
rel atively uncommon -- for civil or crimnal penalties to be
levied on this. But it's very common for overpaynents to be
request ed back. And when those overpaynents were based on
clear instruction fromthe Medicare program then that
shoul d not be required.

DR. ROSS: Are those overpaynents really in the
sanme category as the civil penalties though? One is
punitive and the other is after the fact we determ ned you
supplied a different service than we thought. [|'m asking
that as a question?

DR. NELSON: They're in the same category in that
they are an inappropriate, in ny view, consequence of

followi ng instructions that you thought were clear. And if
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you do a substantially greater piece of work based on your
instructions and then find out that you don't get paid and
have to turn the noney back, it's in appropriate.

MR. MIULLER: They have both conponents. For
exanple, if there was a finding later that there was sone
conbi nati on of over and underpaynents -- and usually both
occur -- it would be a calculation of that. And then
dependi ng on what was seen as the reason for it there may
then be a civil and crimnal penalty on top of that. But
it's the sanme finding around a claimor a set of 1,000
clains, et cetera.

M5. RAPHAEL: | think that | agree and understand
this recormendation, and | al so agree with what Al an
nodified in this recommendation. But | think there is
anot her issue which is inbedded in the text, and | don't
know if there needs to be a recomendation or it needs to
just be highlighted even nore. But | think a central
problemis that you can't get guidance. It isn't only that
soneti mes you get guidance and you act on it and therefore
you get burned because of that.

But | think a nore central issue is that you can't

get any guidance. And this really harns the beneficiary as
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wel | as the provider because you don't know at the outset
whet her what you need and are prepared to provide is going
to be covered. And | think that is a difference between
Medi care and the private sector because in the private
sector you can at least find out what is covered.

So you're sort of flying blind.

DR. RElI SCHAUER: They say no rapidly?

M5. RAPHAEL: They say no rapidly rather than
three years later you find out that it wasn't covered.

So | don't known whether or not there's any
t houghts you have, David, about this issue. And | know it
blends into this ABN and all of the intricacies of the ABN
and the confusion that that breeds in the program and sort
of the distrust between the provider and the consuner of
services, but | just think that is a central issue.

You have to make decisions. | nean, we have cases
i n hospi ce where sonmeone cones in with a prognosis of six
months and it turns out all of a sudden they're recovering
and you have to nake a decision. You can't really confer
wi t h anyone about how to handl e the case, if they're going
toreally have a different prognosis at this point.

MR. GLASS: W brought this up in the text, the
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guestion of prior determ nation and why gi ve peopl e advance
beneficiary notices and say this may not be covered? Wy
not make it so that they can find out? But we didn't bring
it to the level of a recomendation and Marian says this is
actually in the current |egislation.

M5. RAPHAEL: It is?

M5. LONE: This is one of the areas where there's
some key differences between the Cormerce Committee bill and
the Ways and Means Conmittee bill that are being worked out
right now, whether or not contractors are going to be
required to provide witten guidance within a specified tine
peri od or whether or not, if they do provide it voluntarily
they will be held to it.

That's one of the nore contentious issues and |
think a | ot of debate still about what is the appropriate
role. And given that we don't have a standard system
frankly the ability of contractors to be responsive and be
accurate under this very great variation that we have right
now.

DR RONE: |'Il made the sanme comment | nade the
| ast tinme we discussed this chapter and that is that | think

this recommendati on i s nmeani ngless in the absence of a
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definition of official. 1t doesn't indicate whether this is
verbal or witten

MR. GLASS: Actually in the text we did try to --

DR ROAE: In the recommendation it doesn't say
it. It says relying on official guidance. | think that if
you want to nake it witten, it should say so in the
recomrendati on. O herw se, the recommendation is the
recomrendation. And | think that these verba
communi cations -- our experience is that these are a
conplete nightmare. | nean, we have had experiences where,
in one state, we're bound by verbal guidance. And if a
doctor calls and says |I'mgoing to do an operation on Ms.
So-and-so, is that going to be covered and sonebody says
yes. And it turns out that Ms. So-and-so wasn't an Aetna
custoner but we still have to pay because it was "official
gui dance. "

So | think that we have to be very specific here
or people will junp all over. And if it's verbal, then who
said what to whonf? Unless it's recorded, how do you know
what was really said?

MR. GLASS: Jack, in the text we say, we use the

term"official guidance"” to nean witten rather than oral
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direction fromthe program

DR. RONE: | understand, | heard it, | read it.

t hi nk the recommendation is nmeaningless without witten --

MR GLASS: You want that in the recommendati on
itself?

DR ROWE: Yes, because otherwi se so what about
the text? | nmean, there are a ot of stuff in the text.

DR. LOOP: The problemw th just inserting the
word witten, though, is then they won't give you any
witten guidance. They'll all be verbal because you can't
get any witten guidance now. So official has to be --

DR ROAE: But if you're saying -- if the point
that was being nade by the esteened staff was you're not
changi ng anything by putting witten in there, Jack, because
that's what we nmeant, then..

DR. LOOP: Then you have to say, all guidance has
to be witten, to nake it official.

MR. HACKBARTH:. It comes back to Carol's point,
are they required to provide guidance or not? | think one
of the problenms with the systemright nowis people feel
i ke they cannot get guidance and that feels burdensone. It

is, in fact, burdensone if they turn out to make a w ong
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deci si on.

So | don't think just adding witten really
changes anything for the reason that Floyd --

DR RONE: [I'Il try sonething else then. That is
on Alan's point about returning overpaynents. This says,
provi ders shoul d not be subject to civil or crimnal
penalties for relying on official guidance. | think not
everyone would interpret that as it doesn't mean you have to
pay back sonething if you were overpaid. That's not a
penalty. That's paying back what you were overpaid. A
penalty would be an additional fine or treble the case or
sonmething. That's a penalty.

But this still says, and | think it should say and
we should understand it to say, that if you were overpaid
somet hing you should pay it back. There's no extra penalty
for having been overpaid and paying it back. But you should
pay back what you overpaid. That's what | think this says.

MR. HACKBARTH. So you're agreeing with Al an that
we ought to add --

DR. NELSON: No, he's disagreeing.

DR ROAE: |I'mjust show ng you how this could be

i nterpreted.
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DR. NELSON: If | can respond, it says crim nal
penalties or be required to repay overpaynents. And it's
not that --

DR. RONE: MW copy doesn't have that.

DR NELSON: If, indeed, the service was delivered
based on official guidance. And overpaynents are often
extrapol ated to the degree that they do amount to penalties.
And further nore, you call sonebody, you get a response,
it's supposed to be official. You go ahead and do what the
pati ent needs and then subsequently sonebody says you have
to pay it back. W're not tal king about whether they wote
a check bigger than they should have. You billed what you
were authorized to bill and then retrospectively they want

it back. There's a difference.

DR REI SCHAUER: But isn't the issue often the
context in which the service is delivered? And in this
communi cation, the CMS person or the contractor m ght not
have all the information. Later on, when the full bill
comes through with all the other procedures associated with
it, you realize that this was really bundled with sonething

else in this kind of systemand so we have, in a sense,
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overpaid you

DR. ROAE: Wiy is MedPAC even bothering with this
anyway? Isn't this alittle belowthe |evel that we're
supposed to be -- it depends on how nuch information is
provided. 1'mnot saying any providers would ever purposely
m sl ead. Perhaps not all the questions were asked in this
ver bal comuni cation that we're apparently approving. And
so the person didn't understand that putting the urinary
catheter inis, in fact, part of doing this operation anyway
and no, it wouldn't be paid separately.

MR HACKBARTH. The IRS, as | understand the
process of revenue rulings, they nmake rulings, witten
rulings, and they're quite specific about the factual
context. And if, in fact, the facts turn out to be
different, the ruling is not binding on the IRS.

And so if CMS were to give a witten opinion
whi ch they based on these facts and if, when the clai mcones
through the facts were different then, of course, it
woul dn't be binding on them

DR ROWE: | agree.

DR. STOMNERS: | just want to echo what Alan is

saying. W' ve had sone snmall providers, especially smaller
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hospitals, who had witten guidance, get five years down the
line providing service to that community and so forth, and

t hen cone back and have huge anounts of nopney that they've
been paid, especially in the rural health clinic arena. And
t hey based their budget on that and then suddenly there's a
huge payback. It can be devastating to these snaller
providers. So they may have the resources to change the
course of therapy or services that they' ve been delivering
over a period of tinme suddenly because now t he paynents are
going to be different, or were different and they have to
pay them back

So it can be devastating to small providers to
have planned their care over a period of time and then
sonmehow they can't take it back.

MR HACKBARTH. | think to make this
recommendati on a nmeani ngful one you have to tie these pieces
together. | think that there needs to be a requirenent that
t hey make decisions. And if you ask a question, they have
to answer it. Answer it in witing and if then they try to
renege on it, they can't renege on it. And that neans
crimnal, civil penalties, or payback. But it's very

specific to the factual context.
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MR. MIULLER: So we should put that |anguage into

t his.

MR. HACKBARTH. And | think that's what makes it a
substantive reconmendation. If you | eave out any of those
pieces then it's just full of holes and it doesn't really
change the situation

DR LOOP: | just have a question for nmy own
edification. |Is the official guidance then going to be
taken over through the centralization of the national system
of clainms processing? | nean, is the guidance conponent
going to be transferred centrally to CVS?

MR. HACKBARTH:. | think what we want to do is
avoid, so far as possible, saying exactly how these things
ought to be done nechanically. But certainly it's in the
spirit of the first recommendati on that you ought to get
uni form answers regardl ess of where you |ive.

Now whether it will be done in Baltinore or
t hrough a contractor |ocated in Lubbock, Texas, we ought not
get into. But you ought to get consistent answers
regardl ess of |ocation.

M5. NEWPORT: | know this is a mnefield, but what

| really am concerned about is there's witten
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interpretation given to health plans that affect their
paynent as well as the paynent to the contractors,
identification of institutionalized nmenbers. So | want it
clear in the text that it applies to paynment of providers
across the board and not that there's an enphasis here on
cl ai ms processing. There are other inplications.

|"mjust trying to nake that symetrical in the
text. That nay be providers by definitions, anyone who is
contracted in sone way, a participating provider in the
system has the sanme rules apply to them

DR. NEWHOUSE: | want to, |ike Jack, go back to a
point | nmade last tinme that | think mght belong with this
recommendation, or maybe it should be a separate
recommendati on, or maybe not at all. But it goes to the
i ssue of extrapolating froma snmall nunber of incidents.

| woul d have sone | anguage that coul d be expanded
in the text about use of nodern statistical nethods to
ascertain total overpaynent rather than sinple extrapol ation
froma small sanple to do so, is sonething that we woul d
recomrend.

MR. HACKBARTH: An actual recommendation or in the

text of the recommendati on?
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DR. NEWHOUSE: It could go in the text, but |

think actually I would personally nmake it a recomrendati on
because there's, rightfully, concern out there about
extrapolating froma small sanple. The analogy | made | ast
time was extrapolating to the baseball player's end of
season average fromhis first 10 at-bats.

MR. HACKBARTH: But given the scope and nature of
t he other recommendations, it seems awfully narrow for a
reconmendati on.

DR. NEWHOUSE: |'m happy either way.

DR. REI SCHAUER: |I' m wondering what the rel evance
of it is, if we're saying no civil or crimnal penalties?

DR. NEWHOUSE: This goes to Jack's distinction
bet ween penalties and repaynent of overpaynent. And then
the issue is how the overpaynent is calculated if we
determ ne there's been overpaynent.

MR. MIULLER: But if we add the overpaynment as not
be subject to it, which | understand Alan's point to be,
that at |east there's a recommendation on the floor.

DR. NEWHOUSE: So maybe we have to reach a prior
thing on that, because |I'mactually with Jack on this point,

that if it's overpaynent it should conme back.
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MR. HACKBARTH: Number t hree?

DR. ROSS: W'll recraft and bring back two.

MR. HACKBARTH: The changes we're tal king about
are such significant amendnments, we ought to vote once we
have the new | anguage.

MR. MIULLER: Can we get sone sense of whether the
overpaynment is in or out, because there seens to be a big
di fference of opinion on that.

MR G.ASS: If we're going to rewite it, we have
to know whet her you want to put the overpaynent in or out.

MR. HACKBARTH. Here's ny proposal again, is |
think that the several ideas that have been stated need to
be brought together. | think there needs to be a
requi renent to answer questions and there ought to be a
witten response that's then binding with regard to civil,
crimnal and repaynent, is the way I would suggest we word
it. | think those pieces all fit together.

DR. NELSON: There's no consequences for bad
i nformation.

DR. NEWHOUSE: | don't have any problemw th that.
| guess ny point maybe then should be in the text but it's

beyond this, because there's other instances where | didn't
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rely on official guidance and |I'm determ ned that | was
overpaid, and how that's cal cul at ed.

MR. HACKBARTH. So that's what we're | ooking for
interms of a redraft.

Nunmber three?

DR. LOOP: Wwen | read this, considering the first
two recommendations, | wondered why we even needed
recomrendation three. But Bea has since educated ne that
the regional offices do nore than just what is described in
the first two. Maybe she wants to comrent on that.

DR. BRAUN. Just to conment just to say, | was
going to give David, or perhaps he has -- | think in the
text we probably ought to el aborate on sone of the functions
that the regional offices have besides those that have to do
with providers. There are a whole list that | have and |
was going to give themto David for putting themin the
text.

So that's the reason that this is worded this way.
They need to look at the function rather than say that the
regional offices should be elimnated, because they have a
| ot of other functions.

MR. HACKBARTH. M reaction was simlar to
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Floyd's, that this just didn't seemlike it needed to be in
a reconmmendati on.

DR. RONE: It's really gratuitous. There are
ot her functions so irrelevant of one or two, so they' Il be
there serving these other functions.

DR. BRAUN. | guess the question is is anybody
tal king about the fact that they probably would be
elimnated with the --

M5. RAPHAEL: \What are their functions?

DR REISCHAUER: Is this a huge portion of their
functions or 20 percent? M guess it's --

DR ROAE: It's not all or none. So you scale it
back but it's still there doing these other things.

M5. NEWPORT: It depends on what part of the
programyou're in, for exanple. | think they don't even
know ri ght now what they do because it swtches about every
t hree years, depending on new adm ni strators.

MR. HACKBARTH. The recommendati on doesn't say
that they ought to be elimnated. It says that we ought to
revisit. This remnds nme of the recommendati ons when we say
the secretary shall nonitor or -- there's really no content

there to support a reconmendati on.
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M5. NEWPORT: | don't have a problemw th taking

this recommendati on down. | think the text |eaves the

i npression that we are saying elimnate the regional
offices, and there's all sorts of other issues out there
that go to that. | think if the broader recommendati ons
play out the way they should, the structure and processes
that are inbedded, rightfully so, in the regional office
woul d be inproved. That's very optimstic, but there's
hopefully sone logic to that.

There are huge debates that rage within the MtC
program about what is the proper function of a regional
of fice, which always revol ve around weaknesses and
i nconsistency in interpretation fromwhat happens at central
of fice.

The anal ysis here isn't probably at the level it
shoul d be to be appropriate and we m ght want to just save
space or take this down or acknow edge rightfully that it is
integrated in approved processes, inprovenent to the
regi onal office functions.

DR, REISCHAUER | guess | think a |ot of the text
can remain but the recomendation shoul d be dropped.

MR. GLASS: Al right.
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DR. NEWHOUSE: Wiy do we want a recomrendati on

that appears with a vote in our report? Wy should we even
have a vote?

DR. ROSS: |Is there anyone who objects to dropping
t he recomendati on?

MR. HACKBARTH. So it's a straw vote as opposed to
a formal recorded vote.

M5. RAPHAEL: | just have one question. | don't
know the functions of the regional office, but David, is
there an issue here that the regional offices have a simlar
situation as the carriers and the Fls, that they contribute
in sonme way to sonme of the inconsistencies and to differing
sets of rules?

MR GASS: | think that's probably true on the
MtC si de nore so.

MR. HACKBARTH:. Does anybody object to our taking
out this recomendation?

DR. NEWHOUSE: And leaving in text.

MR. HACKBARTH. And |eaving in text.

DR. BRAUN. | would stay ask though, if there is
going to be text left in, that it be added to so that there

are evident nore functions.
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MR. HACKBARTH: Number four?

DR. NELSON: | agree with the concept. I|I'ma
little disturbed that the inplications mght be to increase
t he burden of enrollnment and re-enroll ment which is already
a problem And we're talking in this chapter of |essening
the adm nistrative burden. |If there's sone way to inply
that we're tal king about a bal ance in the zero sumthing,
|"m happy with it. But I'd hate to add to the
adm ni strative burden through this recommendati on.

| don't feel so strongly enough that I want to
delete it. |'mexpressing a concern that needs to be
accommodat ed. Maybe it can be in the text.

MR. HACKBARTH: To ne this seened a bit |ike
appl es and oranges. The front-end vetting tends to focus
on, for lack of a better term their structural
characteristics, whereas the back-end review tends to focus
on their behavior. |If we have front-end review of their
ability to produce quality of care, what does that really
say about their behavior in ternms of how they bill the
pr ogr anf?

We coul d have really high standards at the front

end and they m ght engage in questionable billing



10

11

12

13

14

15

16

17

18

19

20

21

22

122

activities. Wiy is there a trade-off between these two?
See what |'m asking, David?

MR. GLASS: Yes, | understand the question.
guess we were thinking that in the private sector there
seenmed to be nore enphasis up front on who joins the network
and that sort of thing, but we may be ni staken.

DR RONE: First of all, I think in the private
sector there is not nore attention paid to who joins the
network currently, as conpared to what it used to be. The
networks are very broad, very, very broad. Wat we have is
managed care lite, networks are enornous. So | think there
may be tiered networks in which there are sone tiers that
are nore tightly scrutinized, but in general no.

| don't like this for a couple of reasons. One is
| think it kind of gives the feeling, at |east the |anguage
that the staff has about one approach to solving the problem
suggests that we're letting bad doctors in or sonething,
which | don't think | like at all, because | don't think
that's the case.

Secondly, | don't |ike the | anguage about
enf orcenment because | think that connotes sonething other

than what we're trying to do. This is a chapter on reducing
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regul atory burden and we've got |anguage in here about fraud
and abuse and enforcenent. It just seens to ne to be not
where we should be going. It would seemto ne that if this
is a chapter about regulatory burden, and if we need to have
a recomendation with respect to this, that it should be
somet hi ng about that efficiency can be enhanced and

regul atory burden reduced by a greater enphasis on
prospective advice or sonething like that, rather than
retrospective deci sions.

| think that would be nore in line with where |
think we want to go.

MR GLASS: Part of our attenpt was to try to
figure out a way to provide rewards for good behavi or over
the years. That doesn't capture it.

MR. MULLER: One of the reasons for the burden, |
understand in part, in general is that we have to have very
conprehensive rules to get whoever those bad apples are,
however few they are. W have very conprehensive rul es that
everybody gets hit with so we get to the few bad apples. 1In
that sense, it creates regulatory burden for whatever that
is, 80 percent, 90 percent, 98 percent of the ones who tend

to conply in order to get the 2 percent, 8 percent, 10
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percent, whatever those estimates are, of the ones who are
not engagi ng in appropriate behavior.

So | think part of the sense of this, and maybe |
agree in sonme sense, it may be hard to have up-front vetting
of providers at a time in which nore and nore people want to
| et the marketpl ace determ ne who cones into the providing
of health care. But | do think sone sense of if we could be
nore efficient in how we pick out the bad apples -- and |
don't know exactly how to do that -- but | think that's part
of the reason that a |ot of people think there's a | ot of
regul atory burden, is that by having national rules and
adm ni strative procedure acts and all kinds of appropriate
fair process, it becones very hard to get the bad apples
out .

Even the ones we do know, it seens to take an
undue anount of tine to get themout of the program and
therefore, in that sense, it burdens those who are trying to
engage i n appropriate behavior.

MR. HACKBARTH. The concept that to nme seens to
nmake sense is there ought to be less scrutiny of people that
have sustained records of good performance. And | think the

connection to front-end vetting is not right. The sustained
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good performance doesn't happen at the entry point. This is
sonet hi ng earned over years in the program

So | could support sonething along those |ines.
But it cones very broad, very conceptual, as opposed to --

M5. RAPHAEL: | agree with you. | think that the
i ssue here is that every tine there's an incident you get
new regulations to try to prevent that incident from
occurring and that adds to the regulatory burden on all the
peopl e involved in the program But | agree with denn, and
| think this is controversial. But thinking about sone
differentiated |l evel of review or handling, depending on
performance, is really what the issue is here.

DR ROAE: | would give an exanple, and | think
that would recast this significantly. NH had this sane
probl em some years ago and they cane up with a very good
solution. They wanted to reward the really good
investigators and nake it sinpler and nore efficient. And
they really couldn't pay them nore because the cost of the
research was the cost of the research, they had a budget.

So they said okay, we're just going to give you
| onger grants. So if you get X nunber of priority scores

and you're in the top 10 percent X nunber of tines, your
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grant automatically gets extended fromthree years to seven.
They call it a nerit award or sonething like that. And that
reduced the burden on the really good investigators
dramatically because they weren't rewiting the grants,

whi ch takes a trenendous anobunt of tinme, and all the rest of
the rigmarol e.

It didn't change the budget, per se, it just
reduced the burden and | et those people, who everybody knew
shoul d get funded anyway, get funded w thout going through
all the stuff.

We want the kind of a nodel relevant to that. W
want to try to identify the regulatory burdens that are on
the providers in the usual and customary way and then find
some criteria where we woul d wai ve those or do it every four
years instead of every two years, or whatever it is.
Sonething |like that for those providers. That would be,
think, a direction to go in.

MR. HACKBARTH. Let's do a straw vote. How many
peopl e woul d support a recommendation that's recast in that
direction? The question is, Floyd, a substitute for this, a
recommendati on that says providers that have been in the

program and have sust ai ned good perfornmance ought to be
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subj ect to |l ess scrutiny than others.

DR. RONE: Sort of like the nmerit awards your wife
i nvented when she ran NIH  That's the idea.

DR. REI SCHAUER. One question is, what is good
performance, and how do we neasure it? And how nuch of a
burden is it collecting the information to show that you're
a good perfornmer. And if I'"mnot correct, | renenber that a
sur prising nunmber of academ c nedical centers were sort of
caught up engagi ng i n behavi or that was agai nst Medicare
rul es.

MR. HACKBARTH. So we'll say expl ore, Bob.

Davi d, could you cone back wth sonething al ong
t hose |ines?

M5. BURKE: denn, | also wonder, follow ng on
Bob' s point of not being sure how we neasure it, query with
respect to individual physicians. Wat is the regulatory
burden we are going to propose to relieve themof? Wat is
the routine, because there isn't any?

| nmean, | agree with noving in this direction but
| think the question will arise, having said that, what is
it we're going to relieve themof? And | don't know t hat

know - -
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DR. NEWHOUSE: Do we do any sanpling for auditing

pur poses, ala the IRS? That would be a logical way to do
this.

MR GLASS: Random nedi cal review

DR. NEWHOUSE: So just different sanpling
probabilities then.

DR. ROAE: They may have to submt quality data or
whatever it is they have to do. They're always conpl ai ni ng
that they have to do so nmuch for Medicare, so let's find out
what they have to do.

MR. MIULLER: An analog to your NIH exanple is you
could do the Joint Comm ssion every four years versus every
t hree.

M5. BURKE: So the question is, what is it for
docs? For institutional providers it's not a challenge. W
know we can get there. But the question is for the docs.

MR. HACKBARTH. So include in the text, you're
suggesting, sone exanple of how this mght apply to
physi ci ans.

Nunmber five?

DR. NEWHOUSE: Doesn't this require sonme statutory

change?
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MR. HACKBARTH. David reported that he thought

that it did not require statutory change, if | understood
himcorrectly.

M5. LONE: Currently, the Secretary of HHS and the
Secretary of DQJ have issued some joint guidance on
coordinating their health care fraud and abuse
investigations. |In |ooking at that guidance, it |ooks |ike
it mght be a target for inproving how they do that
coordi nation, which would not require new |l egislative
authority to do that. It would just be changing their
oper at i ons.

MR. HACKBARTH. Any other coments or questions on

this one? So the vote is on recommendation five. Al

opposed?

Al in favor?

Abst ai n?

Nunber six. Any discussion?

M5. NEWPORT: | brought this up last neeting and |
think -- Carol's left -- she questioned me on it. In

testing, a lot of people would see themas just testing the
paynment mnet hodol ogy, what's in the systens infrastructure,

so that A plus B equals C except when it doesn't. You can
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see howit's worked for our plan.

But at any rate, | think it's inportant to make
the distinction here, too, that appropriate notice of
proposed rul emaking with tine sufficient enough to have
people put in their comments and take a | ook at the
regulations is really inportant. And we do capture that.
Part of it will be a challenge as to whether or not Congress
accepts our suggestion that they provide reasonabl e
tinelines.

Because there is sone benefit to having a tine
definite by which these things are put into place,
particularly when we all want nore noney for sonmething. W
woul dn't want that to work agai nst us.

| just think that the issue conmes down to is the
ability for appropriate operational concerns, whether it be
doi ng HI PAA i npl enentation sequentially and having to have
it in place before all the regs are out, or when you're
t al ki ng about a profound change in what you're doing and an
amazi ng underestimation of what it's going to cost. 100
man- hours, | think, was in the regs for H PAA. W exhausted
that just reading half the regs that were out.

So | think what we're trying to achieve here is a
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bal ance and | think that we need to acknow edge sone of
that. But the testing is absolutely valid when it cones to
changes in formula and | think it's also valid in terns of
explaining the right way that an appropriately vetted
process by which regulatory changes and regul ations that are
pronul gat ed, understanding the real inpact and the nagnitude
of change that m ght be inposed that isn't necessary or
isn't necessarily good for beneficiaries is inportant.

| know you're happy to know, this is what | forgot
earlier. I'mnot quite sure what |I'd suggest in terns of
change to this, and I don't have any problemw th the
recomendation at all, but | think we need to understand
that we're tal king about a nore thoughtful process. The
testing just isn't systens testing. There's a vetting
process.

And | think you get there in your text, but --

MR GLASS: We tried to put that in the text. [|I'm
not sure how you want to change the recommendati on

M5. NEWPORT: It may not need to be changed. [|I'm
just concerned that there are a |lot of things that go on
that can't be reduced to a fornul a.

DR. STOMNERS: | just scribbled in after test
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regul ati ons because | agree that there are regul ations that
you' d hate to have del ayed by this, just sonmething |ike
after regul ations that increase regulatory burden and

conpl exity thoroughly before inplenentation. So it should
l[imt it to those that m ght do what we're tal ki ng about,
and that's bring about extra financial burden or conplexity
or whatever, that those be tested.

Because this kind of seens |like every single
regul ation that cones out is going to have to go through
sonme testing process, and it mght be good to clarify that
we mean those that add to the burden or conplexity. But
maybe that's overstating it.

DR NEWHOUSE: W have the weasel word in the text
of when appropriate, but we don't really say very nmuch about
what we might mean by that. | think we should proceed,
because we're already so past our schedul e.

MR. HACKBARTH. Let's do a straw vote on Ray's
recommended addition that clarifies that we say adopting.

DR RGSS: If | could have one clarification. As
the recommendation is drafted it's a recommendation to the
Congress to give reasonable tinelines, which presumably

still leaves CM5 to use its judgnent as to whet her
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regul ations need to be tested. | would actually argue for
leaving it as it is.

DR. STONERS: | think we ought to say that in the
text, though.

MR. HACKBARTH: A vote on recomendati on nunber
six. Al opposed?

Al in favor?

Abst ai n?

Nunmber seven? Any conments on nunber seven?

DR REISCHAUER: |'magainst it. | think we
shoul d keep all of the old ones in place for historic
pur poses.

[ Laught er. ]

DR. RONE: | think the record should say sonething
i ke consistent with his |ong-term performance, Rei schauer
vot ed against this regulation.

MR. HACKBARTH. When we j oke about, how can
anybody oppose this, that's a sure sign that it shouldn't be
i ncluded as a reconmendation. Seriously, it's just not
saying anything. It's gratuitous. So | would be inclined
to not --

DR. REI SCHAUER: Unfortunately, it's not. It
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seens |ike common sense, and yet these things are still

around.

DR. RONE: Leave it in.

MR. HACKBARTH. The vote is on nunber seven. Al
opposed?

Al in favor?

Abst ai n?

Nunber eight? Any comment on this?

DR. NEWHOUSE: And appropriate the resources
required for CV5 to proceed.

MR. HACKBARTH. Appropriate or provide?

DR. NEWHOUSE: Provide is better.

MR HACKBARTH:. That's fine.

DR. STOAERS: | was just going to say, one thing
that kind of hit ne was it's just to pursue new technol ogy.
What we were tal king about before is going to be a |lot nore
than technology. 1It's going to be a |lot of rearrangenent of
structure and so forth if we go through what we're going.
So | didn't knowif we wanted to just limt it to
technol ogy, but that's fine if we do.

DR LOOP: It's also resources to provide nore

current data. It's an | T resource investnent.
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M5. BURKE: Wy not say new technol ogy and

resources that are necessary?

MR. MULLER: O just strike after resources.

MR. HACKBARTH:  \VWhat | hear

that it's even beyond sinplification.

to produce a new product like nore ti

Fl oyd suggesting is
It's, in sone cases,

nmely information for

pol i cymaki ng that may help us do things better for

provi ders.

based on having current data.

DR LOOP: A lot of admnistrative inprovenent is

That's all | was saying.

MR. GLASS: W were focusing on the technol ogy

aspect here because we had al ready covered resources for

ot her things earlier.

t echnol ogy aspect.

t hi nk,

of

what Fl oyd's tal ki ng about .

to know i f soneone's enrolled or not.

MR. HACKBARTH. Unl ess there's a strong objection

why don't we go with this | anguage.

whether it's provide or appropriate,

this.

Al l

opposed to numnber eight?
Al in favor?

Abst ai n?

Here we're trying to focus on the

The common working file is an exanpl e,

You need to be able

That woul d be ni ce.

W can fiddle with

but the substance is
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DR. BRAUN. | hate at this nmonent to bring

anything el se up, but | just wonder, | know we to take up in
t he text somewhat, but |'m concerned about unintended
consequences that could come out of these changes. | don't
know whet her we need a recommendation as they begin to take
the specific steps to reduce this conplexity and regul atory
burden, | think they need to be very careful to | ook to see
what these changes may bring about in unintended
consequences, consequences that could affect the program
integrity efforts, the quality standards, and a | ot of
beneficiary protections.

| don't know if we need that in another
recommendation. | just think it needs to be brought up.

MR. HACKBARTH. | woul d suggest that we not do it
in a reconrendation. This takes me back to a comrent t hat
Alice made earlier about the conplexity of the contractor
changes. | think it would be good to have sone very cl ear
| anguage early on that says we recogni ze that some of these
involve a very significant change of direction for the
programand will be conplex to do and nmay | ead to sone
surprises and we realize that.

We're pointing in a direction, though, that we
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think is very inportant for the program and worthy of the
significant investnent of effort.

DR ROSS: If | could add a further point on that.
One of the things that was brought up at the begi nning of
the report is this distinction between reducible and
i rreduci bl e conplexity and that many of the consuner
protections and other things that you would worry about have
at | east analytically been walled off as being essential in
trying to get at the things where -- what's your anal ogy,
David -- we can prune sone | ow hangi ng branches.

M5. ROSENBLATT: denn, I'msorry, just one add-on
since you just quoted ne. In addition to it being very
difficult, also anything involve the kind of technol ogy
we're tal king about is extrenely expensive. So if, along
with our narrative, we nention that. W're interested in
getting to efficiency in the long-term but | think care
needs to be exercised.

| don't think we'd want, in voting for this | ast
recommendation, that we'd given a blank check to pursue al
sorts of technology. | think we need to be careful.

MR. HACKBARTH. Public comment? And since we're

al ready well behind schedule 1'd ask the comenters to keep
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their conments brief and to the point.

MR, CONNCLLY: Menbers of the Comm ssion, ny nane
is Jerry Connolly. [I'mwth the American Acadeny of Famly
Physicians. 1'd like to just comment briefly on the | ast
i ssues that you were dealing with relative to Medicare
conpl exity and the regul atory burden.

Specifically, I know you spent a good deal of tine
on recomendati on nunber two, but | would Iike to echo sone
support for that. |In fact, a good deal of support for that
notion of including the issue Dr. Nelson was tal king about
relative to asking the provider for refunds when and if the
provi der has actually issued these services or provided
t hese services after receiving witten approval and
concurrence fromthe contractor or fromthe program

It is difficult to obtain guidance. There's no
guestion about that. W would agree that if the guidance is
verbal, it is vague. And if the guidance is obtained,
however, prior to delivering services and services are
delivered on the basis of witten gui dance, budgets are
adm ni stered and devel oped, those kinds of things should not
be penalizing the provider for issuing and delivering the

services to the patient who, in the provider's judgnent,
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needed t hose servi ces.

If, in fact, soneone is going to be held
accountabl e for spending that noney, it should not be the
provi der who delivered the services to the patient who was
in need, but it should be the contractor who erroneously
delivered that witten information. So the witten
i nformati on should be what is adhered to.

Secondl y, you had tal ked about the Medicare
Coverage Advisory Conmittee process being a nationw de

process that determ nes what kinds of services are all owed

and what kinds of services are covered. It is, in fact, in
exi stence. |It's a nationw de process for national coverage
deci sions. However, it's a fairly new process. It's only

about two years ago.

There were sonme bunps in the process early on, as
| think you know, but it's working nore snoothly now It's
a long, conplex and arduous process. It takes, in sone
cases, a year, a year-and-a-half, even two years to get a
final decision fromthe Medicare programrelative to the
coverage issue that goes before it.

It goes before a Medicare Coverage Advisory

Commttee. It goes then to the executive conmttee. It
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then goes to staff and then it goes to a final decision that
is witten and di ssem nat ed.

These deci sions are based on answering the
guestion of is the scientific evidence adequate to determ ne
efficacy for this particular service. Now sonme wll argue
that that bar is too vague because that is adequate? The
definition of adequate has not been delineated. Sone wll
argue that the bar is too high

| nherently, we would say that this is not a bad
i dea, to determ ne whether or not sonething is efficacious
before coverage is determ ned or a coverage decision is
made. However, if you're thinking of noving all of these
i ssues that are determined at the carrier |evel now, and
there are a nunber of issues that are at carrier discretion
now, and noving them through a national process, noving them
t hrough the Medi care Coverage Advisory Conmmttee process and
dependi ng upon that process to nmake those judgnments, | think
w Il overburden the CVM5 and overburden this MCAC process.

So we would | eave you with those particul ar
t houghts relative to the recommendati on nunber two, and it
really is an issue of supporting that, but with those

caveats and those comments. Thank you.
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MR. HACKBARTH. Thank you.

MS. MEANS: | thought this was going to be a good
nor ni ng, d enn, congratul ati ons on your new position. But
see it's good afternoon on this subject. |'m Kathy Means
wi th Patton Boggs public policy practice. | just wanted to
of fer a couple of comments, not froma client perspective
but from a background on havi ng worked on both the
contractor reformand sonme of the regulatory issues you've
debated this norning.

It seemed to me one of the problens that you're
dealing with is drawing a distinction between contractor
reformand then regulatory reform and | think they're
actually quite separable issues.

On the contractor reform the objectives that we
were tal king about in the past were really conpetitive
procurenent, allowng a diverse array of firns to conpete
for these internediary contracts, systens streanlining --
al t hough I hope your chapter recognizes, or at |east
di agnosi s, sone of the failures under the Medicare
transaction system and what the inplications of that are for
your recommendations. And finally, to elimnate the

provi der election of intermediaries and carriers.
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One of the mmjor objectives of contractor reform
and | woul d be disappointed if MedPAC didn't speak to this,
really are performance standards and the performance
requi renents that the contractors live under fromthe
agency. Because that directly, in many areas, relates to
how they interact with the provider conmunity. And | think
there are several instances where you' ve discussed things
this nmorning where a connection could be drawn between the
performance requirenment that's inposed on the internediary
or carrier and the inplications of that, in turn, for
regul atory burden or adm nistrative burdens on the industry.

Secondly, and this is fromny fornmer experience
years back previously at HCFA as director of executive
operations where | oversaw the regulatory process. Back in
the early '90s, at that point in time, at any given point
t here were about 200 regul ati on packages in progress.
just wanted to nention that has only increased in terns of
t he annual work underway in the agency.

They do actually have a systematic process. They
may not be executing it very well, but they do have a
process for determning that certain roles are obsol escent.

And that should be part and parcel of any regulatory notice
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establishing a newrole. Once you go to a final rule, you
shoul d be recodifying and identifying obsolete rules as part
of that noti ce.

The larger programis actually program nenoranda
and ot her kinds of instructions which nunber in the
t housands and whi ch they have nuch nore difficulty and ruch
sl ower execution on elimnating those ol der program
nmenor anda and elimnating them

The | ast comment |'d nmake, and this is client
related and I am working with sone technol ogy conpani es on
their coverage concerns. | would just nention that sone of
us participated in a sem nar |ast week that CVM5 and sone of
the conpanies did with the National Health Policy Forum on
t he Medi care coverage process. Sean Tunis at CMVS
acknow edged that they do not have the capacity to
centralize |ocal coverage determnations any tinme in the
foreseeabl e future.

Less than 10 percent of the coverage deci sions
made annually are national. They al so acknow edge that they
need consi derably nore resources. They would need to have
considerably different conposition of staff, and this goes

to the last comment on your final recommendation. It is
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nore than technol ogy. There are changes that the agency
needs to nmake to restructure and they need to change the
conposition of the people they have and the credentials of
t hose peopl e.

| would point out that, getting to the issue that
Bea identified earlier with the shoe, the concern that |
hear from the conpany standpoint is whether or not they wll
retain the ability in the future to do this very personal
| ow scal e and what is essentially devel opnment of a new
device -- and it's not all devices, it's also actual
physi ci an practice. Particular medical procedures get
t est ed.

There are comunities, |ike Boston for instance,
where there's a high concentration of highly skilled
prof essionals. The conpanies tend to work with sonme of the
teaching hospitals. They work with very specific physicians
to test and develop a particular product. They will work
with a local carrier nedical director in order to advance
that and deal with the coverage during the clinical trial
process in some instances.

And once those early decisions are nade, then

di ffusion occurs over tinme throughout the program Those
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prelimnary decisions are made based on the work of what can
be a very small set of scientists. |Information is gradually
di ffused throughout the Medicare system And it does | ead,
sonetimes, to disjunctions on individual coverage. But
those tend to be nore the exception than the rule, at |east
as far as |'ve seen.

Anyway, | conplinment MedPAC. |'ve always been a
chanpi on of the organi zation. Thank you.

MR. HACKBARTH. Ckay, we're going to adjourn for a
hal f an hour for lunch. So we'll reconvene at 2:00.

[ Wher eupon, at 1:29 p.m, the neeting was

recessed, to reconvene at 2:00 p.m, this sane day.]
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AFTERNOON SESSI ON [2:12 p. m]

MR. HACKBARTH: The next itemon our agenda is
paynent for outpatient pain managenent procedures. Nancy
and Kevi n.

M5. RAY: Good afternoon. This study is in
response to a Congressional nmandate in Bl PA that MedPAC
exam ne whet her Medi care inposed barriers on the provision
of interventional pain nanagenent procedures in physicians,
of fices, hospital outpatient departnents, and anbul atory
surgery centers. In the statute, the Congress explicitly
asked us to exam ne whether there was variation in paynent
across these anmbul atory settings.

This study is due in Decenber. W are |ooking for
t he Conmmi ssion to comment on our draft letter to the
Congress on our five draft recommendati ons.

To help informthe Comm ssion on this topic, we
contracted with Project HOPE to review the literature, to
| ook at Medicare's coverage and paynent policies concerning
i nterventional pain services, and to interview interested
parties. A draft report from Project HOPE was included in
your mailing materials. This is the sane draft report you

saw last tinme. They are still in the process of making
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changes to it. You will see it inits final formand then
you will, of course, have opportunities to coment on that.

In your mailing nmaterials, in our response to the
Congress we included an appendi x what are interventional
pain procedures. W define themas mnimally invasive
procedures such as injection of drugs in targeted areas,
abl ation of targeted nerves, and certain surgical techniques
t hat i ncludes di skectony, inplanting, infusion punps and
spinal cord stinulators.

Thi s recommendati on, draft recomendati on one,
addresses the issue that we did find large differences in
the paynment rates for many types of services, including
i nterventional pain services across anbul atory settings.
Paynment in ASCs are generally higher than those in other
settings while physician practice expenses are | ower.

Sonme of this variation may reflect differences in
t he underlying cost structures across these different
anbul atory settings. In addition, sonme of this variation
may al so reflect the different basis for paynment across
t hese settings.

The concern here, however, is that such variations

in paynment could lead to shifting of care to inappropriate
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settings. |If care is shifted anong settings, it should
occur for clinical reasons and not because of paynent
reasons.

So draft recommendation one actually reiterates a
MedPAC recommendati on that we made back in March of 1999,
saying that the Secretary should eval uate paynents for
services provided in hospital outpatient departnents, ASCs,
and physicians' offices to ensure that financial incentives
do not inappropriately affect decisions regardi ng where car
IS provided.

Onto draft recomrendation two. This
recommendat i on addresses the issue that ASC paynent policies
are somewhat dated and this may be contributing to the
i nconsi stency in paynent across anbul atory settings. ASC
paynent rates are probably not consistent with their costs
because the rates are based on old charge and cost data from
the late 1980s. CMS is statutorily required to conduct a
new rate survey every five years.

Anot her concern that we noted in our letter is
that the list of procedures that are paid for when perfornmed
in ASCs has not been updated since 1998. Again, the concern

IS new procedures cone out, new nedi cal advances cone out.
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CM5 is not updating the list. CMS is statutorily required

to reviewthe list at | east every two years. So draft
recomendati on two addresses these issues by reconmendi ng
that the Secretary should evaluate rate for ASCs using
recent charge and cost data, and that he should al so update
the list of procedures that are covered when performed in
ASCs.

Draft recommendation three. This reconmendation
addresses the issue concerning the adequacy of the practice
expense allocation for physicians that are perform ng
i nterventional pain procedures. Qur analysis found that, in
general, the practice expense paynents are | ower conpared
with the facility paynments to hospital outpatient
departnments and ASCs. W do not know if paynents are
adequat e or not adequate because data on the costs of
provi di ng these procedures in office settings is |acking.

O concern, however, is that beneficiaries' access
to high quality care in office settings could be adversely
affected if paynent anounts are not adequate.

Physi ci an practice allocation is a function of the
practi ce expense of the physician specialties who performa

particul ar service and the m x of physician specialties who
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performthese services. Wth respect to interventional pain
procedures, fromthe best that we can tell, a wide variety
of physician specialties performthese services, including
anest hesi ol ogi sts, neurol ogi sts, physicians specializing in
physi cal nedi ci ne.

The practice expense per hour data that is from
the AMA survey for those specialties varies -- there's great
vari ati on, anywhere from about $27 for anesthesiol ogists to
$88 for physicians specializing in physical medicine.

CVs will begin to recognize pain managenent as a
specialty in January 2002. At issue is whether this new
specialty will affect the adequacy of the practice expense
all ocation for interventional pain services. W have no way
to ascertain how this new specialty designation will affect
paynment adequacy until data beconmes avail able on the
practi ce expenses of the physicians who will cone forward
and identify thensel ves under this new specialty designation
and two, the m x of physician specialties who w |
ultimately performthese services.

This led us to draft recommendation three, that
the Secretary should recal cul ate the practice expense

paynents for interventional pain procedures when data becone
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avai l abl e on the practice expenses of physicians
specializing in pain managenent.

Now we note in our response that if it appears
that the practice expense allocation is not affected by this
new speci alty designation then the agency shoul d consi der
ot her means to address this issue that potentially the
practice expense allocation may not be adequate.

Onto draft recomendation four. This
recommendat i on addresses our finding that inconsistencies in
coverage policies occur across localities. Again, we've
al ready spoken a |l ot about this issue in David' s session on
regul atory conplexity, but there are many Medicare
contractors who inplenent |ocal coverage policies, the Fls,
the carriers, and the DVERCs. They each can set policies
within a given specified geographic area.

| did note in our response to the Congress that
the variation in |ocal coverage policies does exist despite
efforts by CM5 that requires its contractors to devel op
LMRPs that are evidence based, to establish an open and
public process for devel oping LMRPs and to share information
anong one anot her.

MedPAC s and Project Hope's review of the nedica
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literature suggest that there are limted nunber of
random zed control studies evaluating interventional pain
procedures. This may be hindering the ability of Medicare's
contractors to establish policies in this clinical area.

Wiy we're concerned about this is this disparity
in local coverage decisions is affecting access to certain
i nterventional pain procedures. For exanple, several
characters have issued different LMRPs about the nunber of
facet joint blocks that can be provided during an encounter
and the indication for which this procedure may be
performed. This led us to draft recomendati on four, which
recommends that the Secretary sponsor additional research
about the effectiveness of these services to strengthen the
evi dence bases for Medicare's coverage deci sions.

W tal ked about two ways in the response to the
Congr ess about how the Secretary could do that, including
usi ng provisional coverage as one way to further research.
In doing so, they would be able to collect outcones data and
make a better informed evidence based decision about these
servi ces.

The ot her vehicle that we also include in our

response is that the Secretary could pursue clinica
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research with NIH.  Right now NNH and CM5 are trying to get
a daily dialysis clinical trial off the ground. W cited
t hat as an exanpl e.

The | ast reconmendati on, reconmendation five,
reiterates our recommendation that we have nmade in the
regul atory conplexity analysis. That is ultimtely the
Conmi ssion believes that CV5 should nove to a standard
nati onwi de system of cl ainms processing, which would
basically elimnate LMRPs and require that nationw de
deci si ons be nmade about the coverage of nedical services.

Thi s recommendati on, however, | don't think
di m ni shes the need for the fourth recomendati on because we
still need additional information about the effectiveness of
interventional pain services in order for whoever is going
to be nmaking these decisions to nake evi dence based
deci si ons.

That's it.

DR. LOOP: | thought this was well done. |[|'ve got
a couple of editorial points. On page two, the two bullets,
the first and third bullet could probably be conbi ned. You
don't need to comment on that now, but just think about it.

There's also, in the second bullet on page two,
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you conmment that the delay in variation paynent nmay
adversely affect beneficiary access to care. | don't think
there's any evidence of that. |If there is, tell me. But
before you answer it, let nme tell you one other thing that
rel ates to access to care.

On page four, at the bottom of four, you said
despite variation in paynent across anbul atory settings you
didn't find access had been conpronised. And then in the
m ddl e of page four you said Medicare policies for ASCs may
be adversely affecting beneficiary access.

M5. RAY: You're right. W wll go back and try
to be consistent about that. You were right, we found hard
evi dence that access is, in any way, being conproni sed.

DR LOOP: | would elimnate recommendation five,
since we already addressed it.

DR. NEWHOUSE: This is not exactly the question
t he Congress asked, but it's related and |I'd |ike anybody's
view, particularly Carol's.

In this little study we did of hospice, which we
referred to in the hospice, we found anecdotal reports when
we went out in the field that access to the high end pain

meds was a probl em gi ven hospice reinbursenent. That is
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what we tal k about paynent variation across anbul atory
sites. And since a lot of it is in the hone, that's an
anbul atory site

|"mjust wondering if we should have a
recomrendati on that the Secretary shoul d i nvestigate whet her
there are problens on the hospice front.

DR. RONE: Let me comment on that. | think at
| east one study |I'm aware of denonstrated that in areas
whi ch were di sadvantaged, particul arly urban di sadvant aged
areas, there was very limted access to pain nedication for
i ndi viduals who really needed it. And it was because, in
part at |east, the pharmaci es were not stocking substantial
anounts of these nedications because they were afraid of
theft and getting broken into, et cetera, et cetera.

So in fact, in one study in New York that |I'm
aware of, that was a significant problem

DR. NEWHOUSE: O course, it will only be part of
Medi care t hrough hospi ce.

DR RONE: It probably wouldn't be through hospice
unl ess the hospices were located in certain areas.

DR. NEWHOUSE: | nean it's not covered otherw se.

DR ROAE: OCh, it's not covered. But the pain
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nmedi ci nes that we're tal king about here are injectables

whi ch are given by physicians in their office or in a
facility, not something -- so these would be covered, is ny
point. They're not sonething that would be in a pharnacy.

DR. NEWHOUSE: But on the hospice side they are
cover ed.

DR RONE: Wth respect to this, | thought this
was interesting and well done. 1'll reiterate the coment |
made |last nonth. |'msurprised there's not an access
problem |'mdelighted but |I'm surprised because | see this
as a very heterogeneous specialty that's just devel opi ng.
And sone cities have really good pain clinics, sone
hospital s have really good pain prograns. Qhers you can't
seemto find one.

So I"msurprised but |'mjust wondering whet her
that nmeans that we're |lunping different kinds of pain
treatment capacities together when they really aren't as
robust as they m ght seemfromthese data. That's just ny
per sonal experience, but it's an anecdote. Floyd' s
| aughi ng, he probably has the same anecdote, but the plural
of anecdote is not data, so we're not going to go there.

The other thing I would say is it says here that
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Medicare is going to recognize this as a specialty soon and
then it tal ks about the 3,000 anesthesi ol ogi sts that have
some sort of certificate of added qualification after their
board certification.

| just want to make sure that there are other
physi ci ans besi des anest hesi ol ogi sts, neurol ogi sts,
physi atri sts and many ot hers, neurosurgeons, orthopedics |
can i nmagi ne, who performthis kind of a very inportant and
val uabl e service to Medicare beneficiaries on a regul ar
basis. And so | want to nake sure we don't get into sone
conpensati on system where some groups of physicians are
di sadvant aged because they don't have sonme credential but
t hey woul d be perfectly able and capabl e of providing this
service in their office and should get conpensated for it.

It doesn't say that here, but | just want to make
sure that that's not the intent.

M5. RAY: That was not the intent. | just put
that in as an exanple to show that the anesthesiol ogists did
certify pain managenent as a subspecialty. It's ny
under st andi ng that when a physician cones forward and
identifies hinmself under a specialty that -- you know, a

neurol ogi st could cone and identify hinself as a pain
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managemnment specialist. He does not have to be certified by
any one group.

M5. RAPHAEL: Just a clarifying point. | agree
wi th what Joe has said, because w thin hospice one of the
nost serious issues is how to nmanage the cost of
pharmaceuticals. It does beconme an issue of access because
hospice will screen out those with high costs, because they
know that it's going to be very difficult to incur that
| evel of expense.

| think that's a separate issue fromwhat Jack is
rai sing, which is in sonme inner-city communities pharnacies
will not store narcotics and pain nmeds, and therefore
patients in those conmunities don't have access to those
medi cations. They're two separate issues.

MR. DEBUSK: This is a question, and | was reading
over the information. On page six it says for exanple,
under the DMVE fee schedul e, anbul atory pain punps are
rei mbursed bet ween $6,400 and $7, 500 where the ASC paynent
for this product is $433. Are you sure that $6,400 and
$7,500 is right?

M5. RAY: In the case of the ASC paynent, they

don't receive separate paynent for the punp. | will go back
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and doubl e-check nmy nunmbers. That is what our contractor
gave us and she was very confident about those nunbers, yes.

MR. DEBUSK: | have a hard tine believing a cost
to a hospital of a $200 pain punp would sell for $6,400 or
$7,500. 1'd like to sell those punps.

DR. HAYES: | just have one clarifying question
about Joe's thought regarding hospice, and that woul d be
whet her you woul d anticipate putting a nention of hospice in
draft recommendation one? Wuld that work in this case?

The other think I would point out is that you do,
of course, have another opportunity to deal w th hospice
i ssues and cost to the high end drugs that you referred to
as part of the study that we'll be tal king about tonorrow.

DR. NEWHOUSE: | wasn't opposed to dealing with
themin both places. As for one, | guess ny off the top of
the head reaction is that this seenms to be focused on site
of care as opposed to provision at all. | would have kept
it separate, but if we're going to include it -- | nean, one
possibility is to say they didn't ask us about hospice here
so we shouldn't have it in.

MR. HACKBARTH: Any ot her questions or coments?

Let nme ask a question about the first reconmendati on.
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W' ve got big variations in the amounts that are
paid for outpatient departnments, ASCs, et cetera. The
deci si onmaker, though, about the | ocation of the service, |
woul d assume is usually the physician. The anmount that's
paid for the facility expense may or may not affect the
deci sion that the physician makes about the appropriate
| ocation, right?

The text, at least when | read it, it sounded |ike
there's this direct connection, if there's a difference in
the facility expense and you pay nore in one |ocation than
anot her, that all the business is going to flow that way.
But to the extent that the physician is the decisionmaker,
that doesn't necessarily follow, right?

DR. HAYES: The one situation |I can think of where
it would be a problemwould be if there were let's say
errors in our paynents for services when they're offered in
a physician's office. In which case, then the decision well
may be a different setting.

MR. HACKBARTH. Clearly that's the part that's
sensitive. |If you're not paying the physician's costs for
the facility, the office conmponent, then obviously you're

going to drive the care el sewhere.
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DR. NEWHOUSE: Plus the text here tal ks about the

ASC itself becom ng the DVE supplier. And since the
physi cian would normally be an equity owner in the ASC, it
does conme back to the physician.

MR. HACKBARTH. M thought was just that the
di scussion in the text nmaybe doesn't capture all of the
conpl exity of that decisionnmaking process about the |ocation
of care.

DR. HAYES: If | may, we recognize that this is a
very conplex problem and that's part of the reason why this
is a the secretary should evaluate type of thing. W're
just trying to lay the groundwork for that kind of
eval uati on.

DR. NELSON: Following up on denn, help ne
understand the variability in the patient's out-of-pocket
costs dependi ng on the setting.

DR. HAYES: In the case of physician services and
services provided in physicians' offices and in the case of
services provided in ASCs, the coinsurance rate is 20
percent. In the case of hospital outpatient departnents,
the situation is nuch nore conplex. W' re going through a

| engt hy process of the so-called buydown of beneficiary
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coi nsurance in the hospital outpatient departnent. And so |
guess it's fair to say that typically the copays in the
out pati ent departnment woul d be higher.

DR. NELSON: You may have had it here in the
report, Kevin, and |'ve forgotten, but do you say anything
or know anythi ng about the relatively proportions of
services provided? Wether nost of themare provided in one
or the other kind of setting? I'mtrying to neasure the
burden on the beneficiary with this question?

DR HAYES: W have that information and it's not
inthe report. 1Is in the contractor's report?

M5. RAY: It may be in the contractor's report.
But we have that information avail able and we can address
t hat issue.

DR NELSON: | think it would be useful.

MR. HACKBARTH: Any others? Are we ready to vote?

DR. NEWHOUSE: Wat do you want to do with the
hospi ce?

MR. HACKBARTH. Read what you have --

DR. NEWHOUSE: | was w nging the wording, but it
was sonething like the Secretary should investigate whet her

rei nbursenent for pain nedication and hospice benefit is
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adequat e.

DR. ROSS: Gven that we al ready have sonething
goi ng on hospice, which we'll start with first thing
tonorrow norning, ny preference but | can't argue too
strongly would be to deal with it in that setting.

DR. NEWHOUSE: | think we could there, too.
There's just six nonths difference in when these two reports
get delivered, which seenms to ne to be -- | don't want to
push too hard.

DR. ROSS: G ven the | ag between reconmendati on
and congressional action, | wouldn't worry too nuch about
t hat .

DR. NEWHOUSE: In the first instance, | don't
t hi nk you need Congressional action. | think you need CMVS
to do sone investigation of what's going on.

DR HAYES: It's not ny place, Joe, to argue
agai nst doing this, but remenber that in this case we are
tal ki ng about a very specific group of pain nanagenent
services. Those would be the interventional ones, the ones
that involve, in general, threading of sone kind of catheter
and pl acenent.

Now that's not to say that interventional pain
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managemnment services are not provided in hospices or that
they couldn't be. The one exanple that we' ve been provided
with has to do with inplantation of these intrathecal punps.
Just bear in mnd that it's a different kind of issue than
the general matter of pain medications in hospices, which
are probably an inportant thing.

Sally points out that the other factor involved
here in any kind of an assessnent of paynent adequacy for
medi cations in a hospice would probably be dependant on the
availability of cost report data which are com ng in now,
whi ch are being assessed and so on. So | think that there's
some lag built in. That's sonething we're confronting
regardl ess, which nmay argue for Murray's coment about --

MR. HACKBARTH: Joe, given his points, | would
prefer that we take it up in the context of the hospice
report. Is that okay with you?

Ckay, recommrendation nunber one. All those
agai nst ?

Al in favor?

Abst ai n?

Recommendat i on nunber two. Voting no?

In favor?
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Abst ai n?
DR. REI SCHAUER: | was just holding up ny hand
use of the word "he" referring to the Secretary.

DR. ROSS: Have you net hinf

DR. REISCHAUER. |'mjust generally in favor of

MR HACKBARTH: Draft recommendati on three.

In favor?

Abst ai n?

And draft recommendation four. Voting no?

In favor?

Abst ai n?

Draft recommendati on nunber five. Voting no?
In favor?

DR ROSS: W're pending this one.

DR. LOOP: | thought we did this?

MR. HACKBARTH. W did. The only question is

bears reiteration in this context. And Dr. Ross,

you were about to say?

DR RCSS: 1'Il let you make the deci sion.

CGeneral ly maki ng recomendations twice | don't find
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particul arly hel pful.

MR. HACKBARTH. | would say let's not do it. |If
we need to nmake a cross-reference in the text to our
recommendation, that's fine. Ckay.

Thank you very nuch, Nancy, Kevin.

Next up is blood safety requirenents. Tinf

MR. CGREENE: CGood afternoon. | will be discussing
the revi sed Bl PA nandated report on the treatnent of bl ood
costs under the inpatient PPS, as well as the recomendation
that you di scussed | ast nonth.

As we noted then, hospital blood-related costs
have increased nore rapidly than overall operating costs.
The hospital market basket, which |argely determ nes PPS
updates may not appropriately reflect changes in the price
of blood products. This nay lead to inappropriately |ow
updates in comng years if blood-related costs associ at ed
wi th new technol ogi es increase.

Bl PA requi red MedPAC to conduct a study on
i ncreased costs associated with bl ood safety requirenents
and new technologies required to neet them It also require
that you consider changes to the inpatient PPS to adjust

future cost increases.
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Last nmonth | presented an overview of the draft
report to Congress. Your briefing material includes a
revised version of this report. W made changes to refl ect
t he discussion last nonth, to incorporate the results of new
anal yses, and to include the text of the recommendati on that
you di scussed. We will incorporate your conments today when
we revise the report. W will not take it up again.
However, we will send you a copy of the final report as
revised before it's submtted to Congress on Decenber 21st.

This is a review of where we were last nonth. As
we di scussed then, we exam ned growmh in total hospital
bl ood-rel ated costs per discharge for all PPS cases and for
di scharges for beneficiaries who use blood alone. 1In both
cases, blood-related costs grew sonewhat faster than overal
hospi tal operating costs.

The results you see in table three of the revised
report in your briefing material update the results you saw
| ast nmonth. W used a |arger sanple of 1986 cases to
devel op these nunbers, a 20 percent sanple of patient stays
rather than a 5 percent sanple, and got sonewhat different
results. In particular, we got slightly lower growh rates

in blood costs per discharge and overall costs per
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di scharge. But exactly the sane differential between growh
rate for blood costs and growh rate for other.

So the results, in that regard, are the sanme as
t he ones you saw | ast nonth. Bl ood-rel ated costs per
di scharge grow at 0.6 of a percentage point nore than
overall costs. As with last nonth, we found very little
i npact of blood cost growh on overall hospital costs.

W can update sone informati on we presented | ast
nmonth that got people's attention, | think. At that point
we informed you of a July 1st Red Cross bl ood product price
increase that we were citing as a 35 percent increase. W
| ooked into it further and found that Red Cross had
announced a 10 percent to 35 percent range of price
increases to different hospitals at different points in
their contract cycle, and so on.

An AHA survey of sone of its menbers found a 26
percent -- not a 35 percent, a 26 percent -- increase in the
price of blood purchased from Red Cross and a 12 percent
increase in price fromindependent bl ood banks. That
translates into an overall 21 percent price increase of
bl ood from 2000 to 2001. You should think of that, rather

than the nmuch hi gher 35 percent nunber we quoted | ast tine.
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W showed you these options at the Cctober
meeting. You gave prelimnary approval to the first, the
mar ket basket option, but did not adopt any of the other
three. | will summarize thembriefly at this tine and give
some information on them

In the second option, blood safety costs woul d be
treated as costs of technol ogi cal change. However, your new
updat e framework does not include costs for technol ogical
change or other add-ons except in exceptional cases. Blood
safety technol ogies which affect a very small share of
overall hospital costs nmay not qualify as exceptional cases
for this purpose.

In the third option, a fixed add-on woul d be
included in the update explicitly identified as bl ood-
rel ated cost adjustrment. As we noted last tine, this could
be an unfortunate precedent that could | ead other interested
parties to conme in with requests for simlar add-ons for
ot her products or costs. And in any case, the Congress
consi dered and chose not to follow this route when it
adopted BI PA | ast year.

Finally, blood costs could be addressed using the

Bl PA new technol ogy pass-through provisions. However, these
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provi si ons were designed for technol ogi es used by hospitals
in the inpatient setting. They probably are not applicable
to bl ood safety technol ogi es used by bl ood banks that supply
products to hospitals. Changes in costs such as those
shoul d be addressed through market basket adjustments for

pri ce changes.

In general, any interimadjustnment to 2002 rates
woul d entail a revision in the recomendati on you nade in
your March report. In that recommendati on you i ndicated
that the update scheduled in | aw was appropriate and
adequate to hospitals for fiscal year 2002. You nay not
want to nodify that at this tinme and you certainly nmay not
want to for as small a change as woul d probably be indicated
for this case.

This is the draft |anguage of the recommendati on
you di scussed at the last neeting. It indicates the two
alternatives are nmutual ly exclusive and that we woul d expect
CMS to consider both and choose between them The
alternatives basically are that CM5 could reintroduce a
separate cost conponent for blood in the hospital
mar ket basket, possibly using the producer price index for

bl ood and derivatives as price proxy. This would be a
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return to a market basket design used before fiscal year
1997.

Al ternatively, CMS could create a new nmarket basket
category for blood-related costs and other rel ated costs.
It would then identify an appropriate price index to use as
proxy. W present a specific exanple in the report which
uses PPl for biologicals products as a possible proxy for a
not conpletely specified cost category, as we discuss it in
the report.

| should note that when CMS next revises the
hospi tal narket basket, which we expect to occur next year in
preparation for the fiscal year 2003 rates, BIPArequires it
to give special attention to the adequacy of paynent for
bl ood and bl ood products. These alternatives that we're
di scussing here are, we think, consistent with what Bl PA
requires. They would allow the marketbasket to better
reflect changes in the prices of blood and bl ood products as
new t echnol ogi es are adopted during the next decade.

"1l take any questions at this point.

MR. HACKBARTH. Tim help nme understand how this
woul d be reflected in the BLS statistics. |1'mgoing to

reveal ny ignorance here -- but they're neasuring price
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changes for -- at least theoretically -- constant products.
To the extent that this is viewed as a different product,
will this be picked up in their measures?

MR. GREENE: We think not. They do make quality
and products change adjustnents periodically. They tend to
focus sophisticated analysis on things |ike conputers and
aut os and ot her major products where they can get a
reasonabl e neasure of change and costs associated with
change.

We understand, from speaking to BLS, that they
woul dn't expect to make such quality change adjustnents in
t he bl ood and rel ated areas.

DR. NEWHOUSE: But they have discretion about
whet her they want to treat it as a new product. They can
just ignore it and say the price went up 20 percent.

DR ROAE: | think that there are two pieces here.
One is that there are different products like a bl ood
product that has been cl eansed of its |eukocytes or
sonething like that. You could label it as a different
product. But the other piece of this is that some of these
ener gi ng technol ogi es, which are very expensive and will be

very widely used, like viral inactivation, probably are not
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going to qualify as a separate product. It's a way that the
gi ven bl ood product or these packed red blood cells, whole
bl ood, | euko-reduced blood or what it is, is treated.
Everything is going to get this treatnent. |It's very
expensive and it's kind of a technol ogi cal advance rat her
than a new product.

| don't know whether the BLS or whatever it is,

t he nechani sm woul d capture that or not. But | think there
are two different things here.

MR. CREENE: That's true.

MR. HACKBARTH. My concern would be that we would
say, this is not a change in the hospital product. That's
why we don't think it's appropriate for the technol ogy
adjustnment. This is a change in input. And so we say we
ought to have a good neasure of input price changes, a
better one than we've got now And that will capture this
i ncreased cost to hospitals. And that's how it ought to
fl ow t hrough the Medi care paynent system

|f, on the other hand, then BLS says well, this is
a product change and we're just going to neasure the price
change for ol d fashioned bl ood, then there's a catch-22.

DR. RONE: They're not capturing the real change.
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Wiy is it not an S&TA change? Because it's not sonething
that's occurring in the hospital?

MR. HACKBARTH. THE hospital is not producing it.
It's the change in an input that the hospital is using.

DR. ROSS: Just to clarify, it's because of the

approach that we've been discussing, and will be discussing
nore this afternoon. The S&TA is built in. 1t's not that
we're not accounting for it. It's that we're not

identifying every individual conponent separately.

DR. ROAE: | understand that. |[|'mjust
remenbering -- it's been a year, but renenbering how
hospitals run, we don't get all of our blood fromthe Red
Cross. People go to the hospital and donate bl ood. They
donate their own blood. They donate blood for their
friends. That blood gets used in the hospital. Sonebody is
payi ng the salaries of people. It gets |euko-reduced in the
hospital, | bet. It gets virally inactivated in the -- |
mean, it's not all bought on the market. And so there is a
-- ny guess would be that sonme hospitals buy nore than ot her
hospitals. But I'mjust not sure it's purely -- | don't
know how to handle it.

DR. ROSS: Jack, that again is one of the reasons
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why you don't unbundle all the individual conponents.

MR. GREENE: Just for your information, Jack, it
is done by hospitals but 7 percent of the country's blood is
coll ected by hospitals. The rest is purchased. The vast
anount of bl ood is bought fromthe market.

MR. HACKBARTH. G ven that, it would be captured
t hrough an input price nmeasure change, if in fact, this sort
of change is captured by the BLS neasures. That's ny
guesti on.

DR. NEWHOUSE: This was sufficiently small scale
that I wasn't concerned, but it seems to ne, given your
concern, you would want to know how BLS was, in fact,
treating this. And that should be known because these are
products that are on the market. The BLS can be asked what
they're -- this just is comng in as they're ignoring the
change in product for the purpose of the PPI

MR. GREENE: M discussions with the BLS staffer
that is in charge of this index indicated no awareness or
concern with quality adjustnent, really making the point we
reserve our quality adjustnment for very different sorts --

DR. NEWHOUSE: Quality adjustnent isn't quite --

MR. GREENE: New product adjustnent, the sane
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general question.

DR. NEWHOUSE: So they're just ignoring it?

MR. GREEN. Yes, right.

MR. HACKBARTH. So that's good from our
perspective. Ckay.

DR. LOOP: Before | get into the options, | wonder
if the cost of blood nationally is not underestinmated,
because there has been sone testinony that the bill
nationally is nore than $4 billion. So Medicare woul d
account for at |east half of that.

By our calculations, this would not be 0.1
percent, which I'mafraid influences our thinking. It mght
be closer to 0.5 percent, the price increase. And if that's
the case, then the high users of blood, which are not spread
evenly across 5,000 hospitals, mght have as nuch as a 1
percent cost increase.

This worries nme that our original nunbers are
per haps not correct and the small price increase is
i nfluencing the way we choose the options.

MR. GREENE: | based nmy 0.1 percent on starting
with that 0.6 percent share used in market basket before

1997, which is also consistent with the nunbers |I get from
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my patient stay analysis, Medicare data. And say with a 20
percent increase in that, that adds 0.1 percentage point to
overal | hospital costs.

DR RONE: If we go in the direction that's
proposed -- and | certainly support paying for this sonmehow,
even t hough everybody seens to think it's a small anount,
because | renmenber it seeming to be a big nunber in ny
budget, a lot of patients get blood. In the outpatient
departnment, they get it fromthe visiting nurse.

I ncreasingly patients are nanaged outside the hospital who
are Medicare beneficiaries. So | want to nmake sure |
understand how, if we nmake this change in this marketbasket
on the hospital paynent, does that influence the outpatient
paynment for blood or Carol's staff hanging blood in the
home?

MR. HACKBARTH:. The question asked was specific to
hospital inpatient PPS. That's what we're addressing here.

MR. GREENE: Yes, and that's all our analysis
addr essed.

DR. RONE: But Congress nay not be aware. Qur job
is to answer that question, but also not to put blinders on.

| nmean, if Medicare beneficiaries are getting blood in the
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out patient department which is also virally inactivated and
| euko-reduced and everything el se, we just want to nmake sure
-- the econom sts here have taught nme over the years that
you don't want to set up a situation where the cost is
deciding the site of care. 1Isn't that one of the rules? O
the paynment is inducing the site of care.

We don't want to pay very well for an inpatient
transfusi on and not an outpatient transfusion, and w nd up
having that drive the site of care. R ght?

DR. NEWHOUSE: Alas, it's a principle and not a
rul e.

DR ROSS: | think it's reasonable to expect
t hough that when CMS is revising the market basket and doi ng
so on the inpatient side that it's going to look at all the
price indexes that it uses.

MR. ASHBY: There's only one index. There's only
one index that's applied to both inpatient and outpatient.
So if you solve it for inpatient, you automatically solve it
for outpatient.

DR. ROAE: But we mght have a sentence in the
narrative that says they should be aware of that.

MR. MIULLER. One of the questions last tinme, when
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we went through all the reweightings discussion and so
forth, given the 1 percent increase that you' ve just
estimated, when would this take effect? The marketbasket is
done this year or next year. And the reweightings that Joe
was educating us on last tinme, when would that take effect
as it reweights against the charges for the DRGs?

MR. CGREENE: If it proceeds on the schedule we're
tal ki ng about, the new narket basket, revised narket basket
and other factors would be included in the PPS proposed rul e
next spring and then reflected in paynents in Cctober.

MR. MIULLER: I'Il make the point again | made | ast
month. 0.1 percent these days can be, depending on the
inflationary value, can be a big nunber or a snmall nunber.

MR. HACKBARTH. Any ot her --

DR. NEWHOUSE: To go back to Ral ph's point about
rewei ghting, that's the answer, | think, to Floyd' s issue
that it's a one-tine hit insofar as the difference across
hospitals is really a function of surgical volune in use of
blood. So that once it feeds into the weights, that wll
pi ck that up

DR LOOP: But we have to discuss what we're going

to doin the interimuntil these are picked up because
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that's a big expense for sonme of the high users.

MR, GREENE: | | ooked at the effect on weights,
and it's nodest. A lot of weights go up, |ooking at the
possi bl e increases in charges, but only a slight anount
because these cases typically are very expensive cases. So
even a large blood cost is a small share of total cost.

MR. HACKBARTH. Refresh ny recollection about the
updat e.

MR. MIULLER | would just wonder if -- | think
Fl oyd's point, and I would make m ne and maybe sone ot hers.
It can be a very high proportion of costs in sonme of these.
It can be 25 or 30 percent of the costs in some of these
cases.

MR GREENE: Medicare data shows a few with nore
t han 10 percent.

DR. ROWNE: Ral ph, you're thinking of the same
experience | had, which is the henophiliacs, and they
probably are not Medicare beneficiaries. Those are the big,
bi g expenses, huge utilization. That nmay not be relevant to
t hi s popul ati on.

MR HACKBARTH. Let's tal k about where we left the

update last spring. As | recall, in essence what we said
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was we didn't have reason to disagree with what was witten
in current |aw, which was mar ket basket m nus 0.55 percent.
So in that decision, and the wording of it, we acknow edged
that we're tal king about a range around this. And we just
couldn't say that this was not the right nunber.

To now then cone back and say we've got to reopen
t hat decision for sonething of this magnitude, | think feels
to me inconsistent with the spirit of the March
recommendati on, which was this is a rough justice that we're
tal king about. And now we're tal king about a relatively
small cost. The two just don't go hand in hand.

Now i f we had said we can account for everything
and mar ket basket mnus 0.55 is precisely the right answer,
now we have to update that to reflect this small anount,
that m ght make sense. But that's not what we said. W
said this is really crude. W acknow edged the reality that
it's really crude.

So | just don't feel |ike going back for this
smal | a nunber woul d be consi stent.

MR. GREENE: In effect you could say narket basket
m nus 0.45 is now our chosen nunber. Does that make sense

as a change?
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MR. HACKBARTH: | don't think that's consi stent

with the spirit of our spring analysis, and the other things
t hat we have.

DR RONE: If that's not where you want to go,
where do you want to go?

MR. HACKBARTH. |'ve got a suggestion on the draft
recommendation, the |anguage of it, which I think
streanlines it a bit. | suggest we say that when CVS next
revises the hospital marketbasket it should explicitly
account for the cost of blood. And then we can, in the
text, talk about the indexes and that sort of stuff. And
just have a sinple straightforward statenent.

MR. GREENE: And elimnate both the bullet points
in the recommendation, noving theminto the discussion
| anguage?

MR. HACKBARTH: Right. Wen CVS5 next revises the
hospi tal narketbasket, it should explicitly account for the
cost of bl ood.

MR GREENE: That's the entire reconmendati on?

MR. HACKBARTH. Right. As opposed to the current
situation where it's |ike chemcals and..

DR, REISCHAUER That's just a little less
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specific but it's the same thing. And | thought why we were
into this gane at all was not because of where we are today
but | ooking out 10 years and understanding what's likely to
happen to our ability to refine blood products. This m ght,
over time, be a conponent. | mean, | don't | ose sleep when
| look at this and see that, relative to the overal
operating costs per discharge, the differences here are
trivial. Wat mght occur, | think, in the future.

MR. HACKBARTH. One of the reasons | like the
revised language is it's a little stronger than one that has
t hese technical statenments in the bullets. This could be a
big factor down the road. W ought to explicitly account
for it. And then we can talk in the text about the
mechani sns.

MR. GREENE: One possible interpretation of that
m ght be just point one. Do you want us to nmake clear that
it's either one or two? O do you just want point one?

MR MIULER denn, the way | read yours is to
nmean one. |s that correct?

MR. CGREENE: O one or two, both in a sense
explicitly.

MR. MULLER: The problem | would say with two is
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the problemwe had five years ago when they lunped it into
chem cals. And we wouldn't want to define this problem away
by sonebody saying oh, it's trivial anyway. The whol e point
of this long discussion was it may be a big cost, as Bob
just said, and therefore we should recognize it. So if your
wor di ng nmeans one, then | think it's a good wording.

DR. NEWHOUSE: Let me suggest a friendly anendnent
because | worried about the same thing. OCMS could say their
i ndex now specifically accounts for it, they just neasure
chemcals. So it should use an index that neasures the cost
of bl ood.

MR. GREENE: Because the biological index that we
di scuss does indirectly, 10 percent of that is blood costs.

DR. RONE: Froma clinical point of view, in the

evolution of things, this is not a biological, in the

bi ol ogi cal category or the chem cal category. It's its own
category. It's no longer blood, it's platelets, plasng,
packed red blood cells, and this and that. It's becone a

whol e category itself, and that's what we're saying is we
don't want to dunp it into one or another and we should
recognize it as an energi ng category.

DR. ROSS: Let ne propose with the sinplification,
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that that gets at the objective here. The bullet points or

the friendly amendnent are sort of neans to that objective.

We coul d incorporate those in text, | think, just as easily.
But you want us to make sure blood is explicitly taken into
account .

DR. LOOP: This will take a couple of years to get

MR. GREENE: On the expected schedule, it would
take effect next Cctober 1st with paynents begi nning Cct ober
1st. We don't know that for certain, but given the
anti ci pat ed schedul e.

DR. LOOP: Since the blood prices went up in July,
that means nore than a year of absorbing pretty |large costs
for those hospitals that are large tertiary referral centers
that have a big Medicare population. Are we sensitive to
t hat ?

MR. HACKBARTH. | guess the issue, Floyd, is is
this, in fact, large in the grand schene of things?

DR. LOOP: | can tell you fromny persona
experience that it's not a 20 percent increase, it's 30
percent where we are. And it costs our hospital $2.5

mllion.
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MR. HACKBARTH. | guess the question is, what is

the base? What is the denom nator on that? And the
denomi nator is very large. So as a percent increase, this
is not very large. | think that's what the argunent's
about, or the discussion is about.

DR LOOP: It's still nobney. It nmay not be |arge
but. ..

DR. ROSS: | guess the point | would nmake earlier
is that again, we're focused on one particular item the
price of which we know has gone up. But what we haven't
exanmined also is all the other inputs to the process this
year whose prices have gone down, whether it's been recent
changes in fuel oil or anything else. And it makes it
difficult just to pull one thing out and say yes, this one
has gone up. There's no argunent there. W know that.

DR LOOP: Yes, but we're not transfusing fuel
oil. W have a problem --

DR. ROSS: Actually, according to the market basket
i ndex, you are.

[ Laught er. ]

DR. LOOP: | think you're being insensitive to a

| ar ge conponent of the hospital industry by saying that over
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t he next 15 nonths or so, they just have to absorb the cost.
Now if you spread it all across the hospital industry it's

al nrost a rounding error, but not for the high end users.

DR. REI SCHAUER  But the way our system works,
when prices are rising, hospitals get hit. And whether it's
fuel oil or anything else, when they're rising slower than
they did the year before, the index, in a sense,
over conpensat es.

DR LOOP: But, Bob, this is not 1970. There's
| ess padding in the hospitals now That's the big problem
And there's barely a profit margin. Wen you add
unrei nbursed costs to it, even if it's for a year or so, it
makes a big difference.

MR. GREENE: Just one point. The 20 percent
really is an exceptional nunber. The PPl was going up a
little bit less than 10 percent, and actually declined | ast
year, and is now increasing again. So you shouldn't think
of this 20 percent curve that's going up nonstop and
continuously. That's the exception.

| f anything, in 2000 the PPl went down.

DR RONE: |Is there any way to -- what we want to
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do, if I'mlistening to what Floyd's saying, what |'m

hearing is that we're going to make this change in the due
course of things and we're shining a |ight on bl ood and

bl ood products as it may enmerge as a future issue that
stands upon itself as inportant. But in the usual course of
t hi ngs, the paynents will not increase for sone period of
tinme.

Floyd's point is there are sone hospitals which
are particularly susceptible to the adverse effect of this
unconpensated increase in price. Do we have any history of
dealing with that kind of a question, so that some subset of
hospitals that are particularly high users of one or another
service get a corrected paynent in sonme way? Has that ever
happened? Does Medicare ever do that?

DR. NEWHOUSE: Not that | know of, and it would
land us in a much nore general problem which is that
basically we use the sane mar ket basket weights for every
hospital. The issue here is that not every hospital has the
sanme nar ket basket. But then you open yourself up to every
hospital comng in and saying well, we have a different
mar ket basket than the average and this particul ar conponent

went up. Therefore we want relief.
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The system woul d just break down.

DR ROAE: [|I'mjust asking. For all | know there
was some nmechani smthat had been used at some point.

MR. MIULLER: Joe, how quickly, let's say if these
20 percent increases that should, other things being equal,
kick these DRGs into outlier status nore quickly, right? O
not ?

DR NEWHOUSE: Yes, that's also true. So to the
degree that that's true, that would take effect inmediately.
But | wouldn't count on nuch relief fromthat, because the
outliers are still a pretty small fraction of cases. But
yes, it does help.

MR GREENE: It's 20 percent on 5 percent costs.

MR. HACKBARTH: It feels to ne Iike we're covering
t he sane ground over and over.

DR. LOOP: Let ne introduce a little new ground.
| thought we were going to review the DRGs that were
involved with the high blood usage? | think, as |I renmenber
fromlast tinme, we tal ked about 132 DRGs or sonething that
had some kind of blood usage related to them |Is there not
a way, for a short period of time, to add sonmething to the

bl ood DRG that woul d conpensate the hospital in the short-
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run?

MR. CREENE: |'ve |ooked at the DRG distribution
in changes, an estimate of what would the inpact be when we
recali brate DRGs, |ooking at the inpact of a 20 percent
i ncrease in blood product costs on charges. And there |
found 132 DRGs being affected positively, have bl ood costs
that would lead to higher charges. But none increasing by
as nmuch as 1 percent. None with relative charges increasing
as nmuch as 1 percent. So there is an effect, but it's a
smal | effect overall, even on the bl ood use DRGs.

MR. HACKBARTH. Floyd, let's think for a second
about the process by which changes like this would be nade.
If in fact, they require |l egislative change, then you're
tal king about it, in all Iikelihood, happening next year for
i npl enentation at the beginning of the fiscal year anyhow.
And so you haven't really solved the lag problemif that's
the problemwe're going after. It's not |ike these things
wi | | happen i nstantaneously.

DR. LOOP: That's the problem As Jack pointed
out earlier, there's going to be new technol ogies to renove
all pathogens fromblood, and that's going to jack the price

up another 20 or 30 percent, and then there will be another
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lag period. So we're going to face this again.

DR. ROSS: But a marketbasket that better accounts
for blood products, again in terns of making updates, it's a
forecast marketbasket. And |ooking forward with a separate
conponent, one woul d hope that those additional increases
down the road could be taken into account.

MR. HACKBARTH. We need to bring this to a
conclusion. What | propose we do is vote on the
recomendation that's before us as anended. Let ne go back
and restate what that is.

Then the issue that we seemto be hung up on is
whet her sonet hing needs to be done during this |ag period.
And if Floyd or another conm ssioner wants to nake a
proposal on that, we can vote on that as well. | feel I|ike
we're just sort of stuck here, going back and forth over the
same ground.

DR. LOOP: The problemw th that, with nmaking a
proposal for a short-termfix is that it either sets a
precedent and ot her people would put their baggage in on it.
| don't know how you can nmake a proposal to this, but you
have hundreds of hospitals that are affected by huge

increase in prices for blood. And it will affect their
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bottom I i ne.

So | think the Comm ssion has to be sensitive to
that. | don't know howto fix it in the short-term because
there's no precedent for it.

MR. HACKBARTH. So you're saying that --

DR. LOOP: If you nmake a pass-through or you add
sonmething on to a DRG then you guys have effectively argued
that this --

MR. HACKBARTH: -- will be delayed and will open
t he door.

DR. LOOP: Exactly.

DR. NEWHOUSE: Also, | don't think HCFA woul d have
statutory authority to do that unless it was budget neutral,
in which case you'd wind up taking noney away from ot her
hospitals. And then they would cone in and say why are you
taking it away.

MR. HACKBARTH. As an add-on it has to be a
statutory change, which will result in |ags.

DR. ROSS: Can | propose then at |east to add text
| anguage in here noting that the distributional inpact is
concentrated in particular DRGs and nore likely to be in

particul ar kinds of hospital s? Does that address part of
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DR. LOOP: | appreciate that, Murray. Al advice
shoul d be acconpani ed by a check.

MR. HACKBARTH. Are we ready to vote?

MR. MJULLER: This is your wording?

DR. ROSS: The wording is, when CVMS next revises
t he hospital marketbasket it should explicitly account for
t he cost of blood and bl ood products?

DR. ROWE: Bl ood products.

DR. ROSS: Just blood products. 'l read it
agai n.

When CVS next revises the hospital marketbasket,

it should explicitly account for the cost of blood products.

MR. MIULLER: Wbuld you m nd my suggesti on,
[ 1 naudi bl e] .

DR. NEWHOUSE: | agree. CMS can say what they're
doi ng now.

MR. MIULLER So if you wouldn't m nd keepi ng point
one and scratching point two, because two maybe gets us in
the kind of difficulty we had the last five years.

DR RONE: W want to get it out of chem cals and
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bi ol ogi cal s rather than have them saying we are explicitly
including it.

DR. REISCHAUER | don't see that saving the first
bul l et changes it at all, because they could say well, we'll
do chemi cal s.

DR RONE: But it's not a separate conponent.

MR, MIULLER | was just trying to strike two.

DR. NEWHOUSE: That explicitly neasures the price
of blood. It's a separate conponent that explicitly
measures the price of blood.

DR ROSS: That's where we were.

MR. HACKBARTH. Maybe in the text we can say,
we're not tal king about a chem cal surrogate for bl ood.

What this nmeans is what it says on the face. W want to
nmeasure bl ood, as opposed to trying to fiddle with the
recomrendati on | anguage.

MR. GREENE: There's language in the report
al ready tal ki ng about the chem cals versus bl ood.

MR HACKBARTH. | think in the context it's clear
that we're not happy with the current situation.

Al'l opposed?

Al in favor?
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Abst ai n?

Thanks, Tim Pass-through paynments for hospital
out pati ent PPS.

DR WORZALA: Good afternoon. Dan and | will be
di scussi ng how Medi care pays for technology in the
outpatient PPS. To refresh your menory, the Conm ssion nmade
recomrendations on this topic in the June 2001 report and
subnmitted a conment letter on the August 24th proposed rul e.
Since then a final rule has been issued.

The first part of our discussion will be a brief
primer on the pass-through nechani smused to pay for certain
technologies in the outpatient PPS. Then we'll turn to the
treatment of the pro rata reduction in the 2002 pass-through
paynents in the Novenber 2 final rule. And finally, Dan
will present for you sonme alternative ways to pay for
technol ogy in 2003 and beyond.

Congress was concerned that the 1996 data used to
set paynment rates did not include the costs of newer
technol ogi es. Therefore, the BBRA nandated that
suppl emrent al paynents be nade when certain drugs,
bi ol ogi cal s, and nedi cal devices are used. That additi onal

paynent, called a pass-through paynent is neant to cover the
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increnental costs of the itemplus, for an exanple, when a
pacemaker is inplanted the hospital receives the standard
paynent set for that service plus an additional anount
calculated fromthe hospital's reported cost for the
pacemeker itself in the event that the costs of the
pacemaker are higher than the device costs that were already
i ncluded in the standard paynent.

Hospital s recei ve pass-through paynents for each
eligible itemfor two to three years, and after that the
costs of these itens are incorporated into the relatively
wei ght s.

The provision is neant to be budget neutral wth
spendi ng on pass-throughs limted to 2.5 percent of total
paynents. However, through adm nistrative action, and at
t he request of Congress, budget neutrality was not
mai ntai ned in 2000 or 2001. So there were additional funds
flowing for these itens.

That brings us to 2002. 1In its Novenber 2 rule,
CVB estimates that next year pass-through paynents woul d
account for 13 percent of total paynents in the absence of
the 2.5 percent cap. CM also estimtes that maintaining

the cap on spending woul d require an approxi mately 81
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percent reduction in each pass-through paynent. The |aw
does require themto nmake those pro rate reductions if they
estimate that the cap woul d be exceeded.

Both price and quantity factor into the estinate
of pass-through paynents. Administrative and |egislative
actions did increase the nunber of itens eligible for pass-
t hrough paynents. In addition, the paynent nmechani smset in
pl ace provides incentives for hospitals and manufacturers to
increase their prices, thereby paying too much for certain
itens in the absence of the pro rata reduction. So that's
how we got to 13 percent of total payments for pass-

t hr oughs.

To avoi d such large reductions in the pass-through
paynents, CMS has decided to fold 75 percent of device pass-
t hrough costs into the relative wights for the rel ated
service. Your briefing material describes CV5 nethodol ogy
for doing this, so I'"'mnot going to go into details here,
fortunate for all of us.

But taking our exanple of pacemaker insertion, it
does nean that the relative weight and therefore the base
paynent will increase for that service. This will |eave a

smal | er share of the device cost to be covered by the pass-
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t hrough paynment. That neans that in toto, fewer technol ogy
costs will be flow ng thorugh the pass-through nechani sm and
that will result in a smaller pro rata reduction. However
CMS does estimate that there will still be sonme neasure of
pro rata reduction.

Under this action, CM5S will maintain the 2.5
percent cap and the budget neutrality aspect of the pass-
t hrough paynments. In addition, because any recalibration of
the rel ative weights nust be done in a budget neutral
manner, the fold-in will also shift paynents anbng services.

In an additional step and to further limt the
reductions in the pass-through paynents, CMVMS reconmended
t hat Congress pass legislation allowi ng the funds all ocated
for outlier paynents to be conbined with the pass-through
all ocation only for the year 2002. This would increase the
funds avail able for the pass-through paynents by 2 percent
of total paynents.

It's inportant to renenber, however, that both the
pass-throughs and the outlier allocations are budget
neutral, neaning that conversion factor is decreased to fund
t hem

The action taken by CVMS will increase paynents for
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services that use nedical devices eligible for pass-through
paynments. W have estimated that total paynents for these
services, that is the standard paynent plus the pass-through
paynments, will be $800 mllion to $1 billion higher than

t hey woul d have been if the full pro rata reduction had been
made.

However, because the recalibration of relative
wei ghts is done in a budget neutral manner, as required by
law, the fold-in wll decrease paynents for all other
services. W have estimated a reduction in the range of 4
to 6 percent.

The Novenber 2 rule did not include the actual APC
groups or the relative weights. CM has stated that they
wi ||l be published in an additional rule next nonth.
Operational systems may not, therefore, be in place to make
paynments under the 2002 regs cone January 1. And sone sort
of interimpaynent nethod may be required.

So hopefully, this part of the presentation has
hel ped you understand how Medicare will pay for outpatient
technol ogies in 2002. Dan will now di scuss sonme alternative
ways to pay for technology in 2003 and beyond.

DR. ZABINSKI: Now the policy actions that Chantal
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just discussed failed to address sone inportant problens in
payi ng for technologies in the outpatient PPS. W have
identified three policy alternatives that woul d address

t hose probl ens.

One option is for CVM5 to continue the pass-through
system but to nake sone nodifications.

A second option is to pay for all technol ogi es on
a fee schedul e outside of the outpatient PPS. A third
option is to phase out the pass-through paynents and
rei nburse technol ogies only through the base paynent rates
in the outpatient PPS. On the next few slides, | wll
di scuss the advantages and di sadvant ages of each of these
opti ons.

The first option of continuing the pass-through
systemis the advantages that the systemis already
established and that it facilitates paynent for new
t echnol ogi es because there is no need to wait for the data
necessary to establish paynent rates or service categories.
But the pass-through systeminposes an arbitrary cap on
spendi ng of new technol ogy and it places an administrative
burden on hospitals and CV5 to process the speci al

i nformati on necessary for pass-through paynents.
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Also, it distorts relative paynents in favor of
services that use pass-through itens. This is because the
base paynent rates in all APCs are reduced by the sane
percentage to nmake pass-through paynments budget neutral, but
t he pass-through paynents thensel ves are not reduced by that
percentage. This problemis exacerbated by incentives for
hospitals to increase the reported cost of pass-through
itens to increase pass-through paynents.

| f CMS chooses the option of continuing the pass-
t hrough system the agency and the Congress shoul d address
three additional issues. First of all, the pass-through
system shoul d exclude itens whose costs are reflected in the
data used to calculate the base paynent rates. Pass through
paynents for these itens are not necessary because the base
rates take their costs into account. But this action would
require | egislation because a Bl PA provi sion nmakes such
itens eligible for pass-through.

Second, CMS and the Congress should replace the
facility-specific pass-through paynent for devices with sone
sort of national rate system The facility-specific
paynents of charges adjusted to cost give hospitals

incentive to increase reported cost by raising its charges,
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and thus increasing pass-through paynents.

Finally, pass-through paynments should reflect only
the increnmental costs of the pass-through itens. Currently,
the incremental costs are determ ned as the reported cost of
t he pass-through item m nus the cost of the item being
replaced in the applicable APC group. But the costs of the
item bei ng repl aced may be under-represented in the APC
group, so the armount of the incremental cost being
cal cul ated may be too high. Consequently, pass-through
paynents nmay be higher than they should be, which increases
the |ikelihood of exceeding the 2.5 percent cap.

The second option for paying for technologies is
to renmove all technol ogies fromthe outpatient PPS and pay
for themusing a fee schedule. This would elimnate the
need for pass-through paynents. The advantage of doing this
is that it would no longer distort the relative paynents in
favor of services that use pass-through itens and it avoids
cost - based paynents which give providers and manufacturers
incentive to raise reported costs to increase pass-through
paynents. The di sadvantage is that it would require
unbundl i ng, which can | ead to higher expenditures on

t echnol ogi es through increased use and upcodi ng.
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Finally, the third option for paying for

technologies is to phase out the pass-through system and pay
for all technol ogi es under the base paynent rates. This
woul d no longer distort relative paynments in favor of
services that use pass-through itens. Also, it would renove
the bias in favor of using new technol ogi es because of pass-
t hrough payments exceedi ng the acquisition costs of the
itenms. Finally, it would reduce the adm nistrative burden
faced by hospitals and CVB.

The di sadvantage of doing this is that we may
under pay for high cost new technol ogi es, causing hospitals
to choose not to use such technol ogi es.

Just in closing, I'd like to say that our
intention for our analysis of these options is to lead to a
chapter in the March 2002 report. W ask conmm ssioners to
provi de coments on these options or other options they may
have considered. W would especially appreciate their
t houghts and directions we should take that mght lead to
recomendat i ons.

MR. MIULLER: | have a question and a comment. In
the text you point out that CM5 has not been able to, in a

sense, deduct the cost that's contained in the APCs, and
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therefore, in a sense, exacerbating the anount that the 13
percent is over the 2.5 percent.

Roughly, do you have an estimate of what if they
had been able to do that? |If they had been able to deduct
that fromthe pass-through paynent, how nmuch -- instead of
13 what would it be? Wuld you have any sense of that?

DR. ZABINSKI: Actually, the 13 percent in 2002
does namke a deduction for all pass-through items. Previous
to 2002 they weren't able to do that. The problemis that
t he amount of the pass-through itens in the base rates for
devi ces speculated that it's under-represented. But how
much under-represented is hard to tell, so | wouldn't know
how much exactly that would reduce the 13 percent. It would
make it |lower, but | have no idea by how nuch

MR. MIULLER: | have another question, but | think
in the flow of the conversation |I'd rather come back to it
| ater.

DR. STONERS. |'m probably really going to show ny
i gnorance here. |If we were getting rid of the pass-through
and we're folding it into the APCs, then it would be taken
out of all of the other APCs or fromall hospitals then;

correct? So would we not have the cost borne for this
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technol ogy al so affecting the hospitals that are not using
that technology? So we would be taking that 4 to 6 percent
drop, or whatever it is, out of the small comunity hospital
or whatever? Am | naking sense in that?

And those are the ones already that had the | owest
Medi care margin.

MR. DEBUSK: Ray, about 8 percent.

DR STOERS: So I'mreally wondering if this is
an appropriate way to pay for the technology in centers that
are using a lot of technology is to | ower the base paynent
of all the hospitals. | just bring that up.

DR NEWHOUSE: Utimately this is the new
t echnol ogy problemwe were dealing with blood. It's the
same problemand it does apply to both inpatient and
outpatient. |T s just that the Congress has put an explicit
adj ustment on the outpatient side and not on the inpatient
si de.

Wthin this context, | don't seen an obvious
answer. Every course has its own problens. So it's a
guestion of which set of problens we'd rather have.

| think I tend to conme out liking the fee

schedul e, but | could be tal ked out of that feeling. Then
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think I like the nodifications to the pass-through system

But it's an issue of how fast we think that the base rates

wi |l be updated for new technology. How inportant the |egs
are. WII hospitals adopt the new technol ogy and take the
one-tinme hit until the base rate gets updated as it was in
t he bl ood case?

The problemw th the pass-through, which we're
seeing, is that -- particularly for devices or technol ogi es
with a high Medicare share -- there's a trenmendous incentive
just to price it to the hilt on the part of the manufacturer
or supplier. That then leads you in the direction of a fee
schedul e which is basically then a price control. But |
don't see any other good option, no happy outcone.

MR. HACKBARTH: Is there a reason for thinking
that the technol ogy problemon the outpatient side is
different than on the inpatient side? Congress opted to do
this pass-through. Ws there an analytic basis for that, as
opposed to a political basis for it?

DR. WORZALA: Can | speak to that a little bit?
This goes back -- | actually m sspoke at the beginning of ny
presentation. It was the March report when we | ast spoke

about this issue, where we addressed how technology is paid
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for in both the inpatient and outpatient setting.

We pointed out sone differences in the two
prospective paynent systens that may | ead us to think that
separate treatnents are appropriate, things like the smaller
unit of paynent on the outpatient side, the fact that on the
out patient side you pretty nmuch need a code to be paid for
anyt hing, as opposed to a DRG where you can choose to use
di fferent technol ogies within the DRG paynent without a
code.

So these are sone of the differences that may
suggest different paynent mechani sns.

Al so, to refresh your nmenory, BIPA did include
provi sions requiring additional paynment for new technol ogi es
under the inpatient PPS. And those systens have been
further devel oped by HCFA

DR. REI SCHAUER Dan, just if you could enlighten
nme. W have a situation where we have 13 percent now. Part
of that is attributable to the fact that there's
technol ogies that are really in the base that shouldn't be
there. They're there for political reasons. What if that
weren't the case? Do we know how much that would [op off?

DR. ZABI| NSKI : | don't know
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DR. WORZALA: | think the only thing we can say is

that it would be significantly smaller. | tried to allude
to this. Wuat's accounting for the 13 percent is two
things. One is the incentives in the systemto overstate
price, and the other is a considerable expansion --

DR. REI SCHAUER. | was going to ask you about that
next .

DR. WORZALA: A consi derabl e expansion in the
eligibility criteria for the pass-throughs between BBRA and
August 1, 2000. Both adm nistrative action and |egislative
action did explode the nunber of itens that would fl ow
t hrough the pass-through nechanism so that over 1,000
devices were eligible as of January 1, 2001.

So all of that will sunset in 2003 and be fol ded

into the base so that noving forward we can expect that it
will just be truly new technologies with a nuch narrower set
of criteria applied by CM5 for eligibility for the pass-
t hrough paynment. So we can expect that it will be much
smal l er than 13 percent but we can't, obviously, know what
t he nunmber will be.

DR. REISCHAUER So there's a big chunk, this

significant chunk of the problemis going to go away.
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DR. ZABI NSKI :  Hopefully.

DR. REISCHAUER If the political system doesn't
respond and continue. But then there's the notion of noving
to national rates. |'mthinking about how big -- you don't,
as a single hospital, have a direct, but you certainly have
an indirect or a collective incentive to jack up your prices
as well. Is there an alternative, |ike taking rates out of
what the VA pays or sonething |ike that?

MR. MIULLER In fact by taking it out of the APCs,
whether it's four to six, you get hit because it is a pass-
t hrough. You don't get those "jacked-up rates.” So by
having it folded in the way the Novenber 2nd rule does, in a
sense you get penalized for having this be so big. You
follow nme? If you show no judgnent for what you pay for
t hese devices and they get folded into the APCs, your APCs
go down. So in a sense, a hospital gets penalized --

DR NEWHOUSE: The APC is a national rate.

MR. MIULLER | was just asking Bob a question. |
woul d think hospitals get penalized for not being diligent
pur chasers.

DR REI SCHAUER: Are you telling Dan that he's

ri ght except he has the sign wong?
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MR. MIULLER: The devi ce nanufacturers have an
incentive to jack up. The hospitals get penalized for not

bei ng prudent in resisting that jacking up.

DR ZABINSKI: | don't know, | see it as, | start
t hi nking of gane theory. |If one guys does it and nobody
el se does, he wins. |If they all do it, they all | ose.

MR. MIULLER  But the hospital doesn't get the mark
up. It gets passed through to the device nmanufacturer,
correct?

DR. NEWHOUSE: Ral ph's point is, given this 75
percent, the 75 percent is averaged over all hospitals. So
it's not hospital specific, whereas the pass-through is.
That's really what's going on. So it doesn't -- Ralph's
right then, it's not to the hospital's advantage.

MR. MILLER: Yes. It's a disadvantage.

DR. NEWHOUSE: For that 75 percent.

DR RONE: It's actually 62 percent because you
take 75 percent and you multiply that times 0.83, so you get
62 percent of so.

MR. MILLER: Right. The point is still, there's a
di sadvantage to a hospital by not -- of course, they have no

choice in what they're paying if they' re paying the average
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price which is set by whol esale prices set by sonebody el se.

MR. DEBUSK: Chantal, after 2003 and this al
rolls back into the APC, then fromthat point on is new
t echnol ogy going to be new for 12 nonths and then rolls
back?

DR ZABINSKI: Two to three-year tinefranme by |aw.
BBRA specified that, each category or drug has to be
eligible for two to three years.

MR DEBUSK: Let nme make a statenent here about,
you | ook at the effect of the new technol ogy and the way the
syst em wor ks now, sonmehow we've got to unbundle this
t echnol ogy because we can't take new technol ogi es, new cost,
new procedures and every so often we take and | ook at this,
it becones budget neutral. W pays for it? Then the
people it's really going to hurt if we don't unbundle it is
going to continue to be the small hospital or the smal
urban hospital or mid-sized rural hospital.

This is one of the things that's breaking their
back now i s because as hi gher technol ogi es, new technol ogi es
are paid for, then their APC codes, which they do a | ot of
the routine APC codes, this just takes noney right out of

their pocket. At the same tinme, if you think about it,
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you're taking into consideration only 4 percent of the APC

codes actually have a device tied to it.

DR. WORZALA: | will try to give you Julian
Pettengill's answer to that question which |I've asked him
repeatedly, and he'll back me up if | get it wong. The

notion is that under normal circunstances, if you' re not
taking this big 13 percent chunk and noving it over all at
once -- it's not exactly 13 percent. But anyway, when you
recalibrate the relative weights that is done in a budget
neutral manner so that there is decrease in the relative
wei ghts for | ower |evel services and increase in the | ower
hi gher servi ces.

But what you are then doing is putting an update
in as well, and the update to the conversion factor should
be including the nmedical inflation of new technol ogies. So
that that raises paynents for all services.

DR. NEWHOUSE: But how is that conputed? W
haven't exactly succeeded in doing a wonderfully precise job
on the inpatient side.

MR. DEBUSK: There's sone difference in this
nmedi an and nean. Sonetinme, Dan, 1'd |like for you to explain

that to ne, howthey're calculated. But that's another
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subj ect .

DR. STOAERS: | may be being redundant here, but
when we say that the problemis going to go away, are we not
saying that it's going to get folded in and | ower the
overal |l base rate, because that's going to fold inin a
coupl e of years or whatever. Then again we're, not being
redundant with what Pete is saying, is we just keep | owering
t he base down so that those that are not using the
technol ogy are going to go on. So if we adopt this over the
| ong haul then it keeps getting worse and worse with tine.

| think the problemis that we've got to face with
Congress is that the 2.5 percent is not covering what
happened here. Trying to do this under sone kind of a 2.5
percent base. So we can't raise the 2.5 percent base so
let's start penalizing the small hospitals and all of that,
and just keep taking it out of their base, and we're going
to expect the small hospitals to pay for the technol ogy in
the big centers, which is what this really sounds |ike.

Maybe |I'm m sunderstanding it, but in the long run
this is where that would head I think. So we've got to face
the fact that this 2.5 percent is not covering what happened

here. | think that ought to be very explicit in our report.
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Nunber two, | think we ought to -- if we've got
the time here, and it | ooks Iike we do, | think we ought to
run out the inmpact nunbers on this over a period of tinme for
the different size hospitals to nake it very explicit what's
happening to who in this particular process. Because |
t hi nk Congress needs to be aware of what's happeni ng here.

MR. DEBUSK: Let me ask another question. Here
they' ve taken this hit. Do they ever get this noney back to
catch up with this marketbasket? The market basket | ast
year, they got an increase, and now here it's gone again.

Do they ever get it back and going forward?

DR. NEWHOUSE: This is the scientific and
techni cal advance nunmber. In principle, if that is
adequate, that's what's supposed to -- how this is supposed
to be accounted for. One other note on Ray, in telling the
Congress 2.5 percent doesn't do it, it's partly because
we've set it up as a pass-through that it doesn't do it.
That is, there's incentives to use nore of it, price it
hi gher, and so forth.

DR. STONERS: The question is who pays for it.

DR LOOP: If the 2.5 percent is still there, it

still doesn't do it and | think that has to be reeval uat ed.
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Maybe it's out of the purview of this chapter, but with al
t he advances in drugs, devices, biologicals, that figure is
not right.

The ot her thing, now naybe | just don't understand
this chapter but you' ve got one paynent mnet hodol ogy for
technology in the outpatient and one for the inpatient.
They're not really conpatible. And for progress it seens
that you want to nove a lot of the high cost inpatient to
the outpatient setting. Now doesn't the inconpatibility
retard that progressive nove of nore procedures to a | ower
cost outpatient setting?

DR. NEWHOUSE: It's the other way around.

MR. HACKBARTH. Technol ogy is nore favorable on
t he out patient side.

MR. MJLLER  Favorable to whon?

DR. ROAE: To the hospital.

DR. NEWHOUSE: sShifting it out.

MR. MULLER: There is a technical discussion
that's going on here, but an appropriate one. The pass-

t hrough goes to the manufacturer. There's this
redi stributional effect that hits all hospitals. It doesn't

just hit the rurals.
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So this is not a redistribution, Ray, | would say
fromthe small to the big hospitals. | obviously don't want
torise to the bait, though I obviously have. So it's not a
redistribution fromthe small to the big. It's a
redi stribution by taking a category of device and saying
they'Il be paid for it 95 percent of cost, and the cost, for
the reasons you' ve all suggested, can go up nore than other
costs that are nore constrai ned.

So it's that kind of redistribution outside of the
outpatient setting, whether it's in a small or |arge
hospital to device manufacturers, perhaps -- probably
reflecting some outside reality, which is why they got it
through. | think Joe's preference for a fee schedul e at
| east puts some constraints on that in that sense. So |
think it has a lot of virtue in going in that direction.

But as long as you have, in this case like the
fold-in, on the one hand there's a | ot of synpathy around
this table for having the appropriate technol ogy enhanci ng
the lives of beneficiaries and getting it out there. On the
ot her hand, given budget neutrality if getting those
technol ogies to beneficiaries just gets folded back into the

base rates there's a major redistribution going on of
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service that may not necessarily positively affect
beneficiaries in the long term

So that's, | think, the kind of question that's
going on here is that, if you have too nmuch of the --
what ever the right nunber is. If the 2.5 is blown by too
big a nunmber, | think we would all say 13 versus 2.5 is too
big an overage of a ratio. By then folding it back in it
takes away a | ot of the power of supporting the introduction
of new technology in the first place.

So | think going back, if | could just briefly, on
t he di scussion we had on blood. ©One of the things we have
to be thinking about, as you have, is how does this kind of
sci ence, technol ogy, how does it get introduced
appropriately and quickly, to go back to Floyd's point, into
t he paynment systemin a way that both advant ages
beneficiaries but doesn't have the kind of very distorting
effect that seenms to have occurred in this particular
situation.

DR ROAE: | want to go back to the principle or
the rule that we di scussed when we were tal king about bl ood
about not having the paynents provide a distortion of the

| ocati on where the service is provided. | want to nake sure
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| understand what the rules are here.

Let's take an exanple of a stent that's being used
for an intravascul ar procedure, which is increasingly conmon
and which | think in many instances can be done in the
outpatient setting as well as the inpatient setting, for an
aneurysmor really a major thing. Let's say the stent cost
$10, 000, which | think is not an unusual nunber for a stent,
right, Floyd?

So what happens is if you have that -- if you're a
Medi care beneficiary and the hospital does this and admts
you, and you get exactly the sane radiol ogy suite and
i nterventional cardiologist or vascul ar surgeon, whoever is
doing it. The hospital gets paid for that DRG if you will.
Then if you count that as an outpatient rather than an
i npatient, basically the sane exact things are going to
happen to the patient. They're going to be there for the
same anmount of tinme, et cetera.

Then the hospital gets paid 62 percent of $10, 000
plus -- is that right?

DR. NEWHOUSE: WMarked down by this 2.5 percent
over 13.

DR ROAE: [I'mjust trying to understand what
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woul d happen, and would there be a distortion, and is that
sonet hing that we should at |east bring to people's
attention? |s that a bad idea?

MR. MIULLER: This is a major redistribution, at 13
versus 2.5 -- and | think as Dan pointed out, it's much |ess
than 13. It's probably nore like eight or nine. But it's a
redistribution fromoutpatient settings in |large, nmedium
and snmall hospitals to device manufacturers. That's the
redistribution. 1It's fromhospitals to device
manuf acturers, not fromsmall to | arge hospitals.

In that spirit, nmy other point earlier, | see no
reason to put the outlier pool in here as well. Gyven this
is already a redistribution, why you would put the outlier
pool -- the outlier pool is there for sone purpose, sone
substantive purpose. Unless we have evidence that the
outlier pool is being used for -- is not being used at al
for the purpose for which it was established, why you would
want to throw the outlier pool into this as well, to have
even - -

MR. DEBUSK: It's not being used.

MR. MULLER: They're recommendi ng that.

MR. HACKBARTH. |'mjust trying to follow where
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you' re goi ng, Jack

DR. NEWHOUSE: We're not recommendi ng that.

DR REI SCHAUER: That's what CM5 is doing this
year.

DR. NEWHOUSE: That's what CMS i s doi ng.

MR. HACKBARTH. So we have a systemthat is not
neutral between inpatient and outpatient, and as currently
constituted involves a significant redistribution, if Ralph
is right, fromall hospitals to device manufacturers.

DR NEWHOUSE: It's really what we think is an
artificially large redistribution because of the incentive
of the pass-through system There's always going to be --

DR. RONE: So maybe our responsibility is to point
all this out to Congress rather than to --

MR. HACKBARTH. Fair enough. But | hope we can go
alittle bit further and say, this is what we recomend to
replace it. But that's where you were headed with that?

DR. RONE: That's where | was heading was to say,
rather than -- to step back and say, guys, we think you made
a mstake. W think you did the wong thing. O these are
t he consequences, maybe uni ntended, now that we've thought

about, or sonething like that.
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DR. ROSS: That's absolutely where | think the

Comm ssion needs to go. | would just remind you that Joe
opened up the bidding with, there are no good alternatives,
at least there are certainly no perfect alternatives. You
may have to use sone other criterion by which to nake sone
assessnments, and think back to the issue on operational
feasibility, regulatory conplexity. Al of those things are
going to play in because all of the systenms that we'll talk
about, and options that we'll bring you, are going to have
ei ther incentive problens, redistributional problens,
sonmething you don't like. But you' re going to have to make
a call.

MR. HACKBARTH. But let's just build this one step
at atime. Do we have consensus on the points that Jack has
made, which is we've got a problemof not having neutrality
bet ween i npatient and outpatient.

DR. NEWHOUSE: You've got that across the whole --
we've got it for lots of reasons other than this.

DR. ROSS: But this may be mnor relative to al
the other on that interface.

MR. HACKBARTH. To nme what it means is that you

woul dn't want to be going down a path with the pass-
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t hroughs, and unless there is sone real or conpelling reason
to do that, because this is a major breach of the
neutrality.

DR NEWHOUSE: | woul d have said the nore
i nportant point was the incentive, what Ral ph was talking
about and the incentives on the pricing and the device side.

MR. HACKBARTH: | don't think it's either or.
think it's additive.

DR. NEWHOUSE: It is additive, but I think -- ny
guess, | haven't |ooked at the nunbers but ny guess is this
is actually not a major increnental distortion of the
i npati ent -out pati ent deci sion.

DR. REI SCHAUER: Just a point of clarification,
Chantal, if you could. 1Is the first 2.5 percent, in a
sense, free and clear, or have they reduced the APCs
al ready?

MR. MIULLER: They did it already.

DR. REI SCHAUER  They reduced t hem al r eady.

DR. WORZALA: That's correct. Yes, it's budget
neutral so it was already reduced.

DR. REI SCHAUER It was budget neutral. It

strikes me this whole discussion is part of a much, nuch
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bi gger problem which is how fast shoul d technol ogy progress
in the nedical area, and what role should Medicare play in
facilitating financing that? There is no right answer to
that question. |If you pay for it, they will cone. It could
be 40 percent, if you put the noney out on the table.

W are a technol ogically biased society that
al ways wants to believe that new is better, and whatever it
is, inproves things. But we haven't said a word about what
the benefits are fromthis or how the benefits stack up
agai nst the cost. There's sort of a tone in sone of this
di scussion that, sure, there's some incentives to do too
much, but gosh, we're constraining this system
unnecessarily, or below sonme optinal level. And |I'mnot at
all sure we are, at 2.5 percent.

| f we decide that that's the right pace of
t echnol ogi cal advance in outpatient, it should be nmaybe the
same in hone health, it should be naybe the sanme in
inpatient. |'d like to see this placed in a |arger context.
Maybe only a few paragraphs --

MR. MIULLER: Bob, | didn't hear that being said.
In some ways | would say, the outpatient systemis fraught

with so many noving parts, such a |lack of data, so nuch
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confusion. Alnbst every negative thing you could say, you
coul d say about the system So to therefore say, but in
this systemthat's fraught with all those challenges we're
going to protect one part of it and take this noney off the
top really exacerbates a very difficult situation

So | would say this is not sonething that | think
is agreat thing to doin a world that is so nuddled, to
protect one part of it and say, we'll take sonme noney off
the top in an incredi bly nuddl ed system where there's very
l[ittle data, real information, as we discussed |ast tine.
So I"'mnot in favor of protecting this at a tinme when the
systemis going through such major transition and the data
is lagging and faulty.

MR. DEBUSK: Bob, first of all, with all this new
t echnol ogy --

DR REI SCHAUER | was hoping you' d cone back --

MR. DEBUSK: W're trying to save your |ife, make
you |ive | onger.

DR. REI SCHAUER. After another year of this you
won't be trying to save ny life, Pete.

[ Laught er. ]

MR. DEBUSK: Let nme better understand, like a | ap-
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chol es procedure, these nunbers -- | think these nunbers are
right. But in the hospital, if you have a |ap-choles
procedure they pay some $4,500 for the procedure. If it's
an outpatient, an APC, they pay $1,500. | thought the idea
intrying to nove stuff fromin the hospital to an

out patient was to save the governnent noney, to save

Medi care dollars, to save cost in the whole system

Now you come al ong and what's driving so much
i nnovation with devices and what have you in this outpatient
setting, you know a new technology -- | don't have to go
over the advancenents that are being made, and a lot of it
is certainly tailored toward the outpatient setting because
the surgery centers across this country are just exploding.
Doctors are noving nore and nore of their patients to an
out pati ent basis and supposedly it's reducing cost, et
cetera.

One of ny contentions is that we got to be carefu
about what we're doing to the integrated health care system
the big hospital, because we know we've got to have that.
There's a delicate balance here that | think we're going to
have to address one of these days.

DR. RONE: Pete, can | nmake a clinical point
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though that's relevant to this and | think is inportant? |If
you just say we pay $4,500 inpatient, $1,500 outpatient;
it's the sanme procedure, it doesn't nmake sense. The other
clinical point is in fact that the patients who are going to
get done in the inpatient are the 280-pound, 82-year-old

di abetic patient with angi na who needs different anesthesi a,
and nonitoring, and care, et cetera.

Not all lap-chole patients are the sane, so that
the ones that are lower risk get done in a setting where
there are | ess resources that are needed to be brought to
bear to do it safely on the patient. So we just need to
recogni ze that, that there is a natural selection of these
patients to different environnents, and that's part of
justifying that differential in paynent.

MR. DEBUSK: Probably there's nore noney nmade off
of the outpatient at $1,500 than you nake at $4,500 because
of the conmplexity. But why cannot new technol ogy and
substantially inproved technology, it looks to ne like if we
recogni ze this separately, put it together in such a way
that after a product is approved by the Food and Drug
Adm nistration in relatively short order we address the

features, the benefits, the value? Joe, naybe we go back
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and set a rate for this product. But anything short of that
| think we're -- | just don't see how we're going to get
t here.

MR. HACKBARTH. We've got to nove ahead. This is

sonet hing for our March report so we don't need to resolve

it today. I1'mnot sure | hear a whole | ot of consensus thus
far.

DR. NEWHOUSE: | heard a little consensus on a fee
schedul e.

MR. HACKBARTH: [I'mstill at a higher level. If

we can get as much neutrality as possible between the two
settings, that would be a good thing. W certainly don't
want to use paynent nechanisns that result in
redi stributions to device manufacturers away from providers.
DR. NEWHOUSE: But even between hospital and
out patient, you' ve also got the ASC and the office which are
not part of this that we're tal king about, which nay be
quite rel evant.
MR. HACKBARTH. Right. Fair enough. W have the
overarching question that Bob has identified. The big
policy question is, regardless of setting, how nuch do we

want to pay for the new technol ogy?
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| don't feel |ike we have any agreenent what soever
about the specific policy options that were outlined. [|I'm
just too confused nyself to even have an opinion. So that's
where | think we are right now. Are there any specific,
very poi nted questions, Dan or Chantal, that you have for us
that would help you prepare for the next discussion on this?

DR. WORZALA: Wyuld you like us to continue on the
path that we've set so far of options, or would you like us
to have nore discussion of these bigger issues?

MR. HACKBARTH. | think that you need to drag us
back to the options since ultimately that's what we have to
produce. So that's a constructive role you can play.

DR. ROSS: Wat we'll bring you is sone of the
options, perhaps eval uated agai nst sonme of the criteria that
have been laid out in terns of clinical neutrality, and
avoi dance of distribution outside the system

MR. HACKBARTH. That's great.

Ckay, thank you very nuch.

We have a series of presentations now on assessing
paynent adequacy and updating paynents. Nancy and Jack are
going to do an introduction and then we're going to proceed

t hrough physici an paynents, hone health, and skill nursing
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facilities. This is our |ast session or group of sessions
before the public comment peri od.

Nancy?

M5. RAY: The goal of this presentationis to
review our framework for maki ng update recomendati ons t hat
we first presented to you in Cctober. Now what we presented
in Cctober, our framework is pretty simlar to what MedPAC
has al ways been using. | just think that we have nmade what
we are doing a little bit nore transparent and explicit.
Particularly in the kinds of information that we're
consi dering and how we're considering information.

We decided to make our framework nore transparent
to address three concerns. First, in the past we have m xed
consi deration of the adequacy of current base rates with the
updat e needed for the next paynment year which has often
resulted in confusion.

Second, we have tended to focus on narrow i ssues
i ke how much to allow for Y2K costs while focusing little
attention on whet her paynents matched the cost of efficient
provi ders which has far greater financial inplications.

And third, we have tended to neasure the

i ndi vidual factors that may be affecting the adequacy of
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current paynments such as, in the inpatient arena, unbundling
or upcoding. But given the difficult of neasuring these
factors it may be nore prudent and productive to focus on
whet her paynents are too high or too | ow rather than on how
t hey becane too high or too | ow

Now i mredi ately followi ng this presentation we
will be presenting three real world applications of our
nodel 1 ooking at assessing paynment adequacy and updati ng
paynments for physician services, SNF services, and hone
heal th servi ces.

So as we can see in this diagram and this is the
same di agram basically we presented in Cctober, our nodel
for maki ng update recomendati ons would routinely be divided
into two steps. The first step is to assess whether the
base paynment rate is too high or too low. |If evidence does
suggest that the base paynment rate is too high or too | ow,

t hen the update recomendati on woul d i ncl ude an adj ust nent
to the base paynent rate.

The second step is to try to measure how nuch
efficient providers' cost will change in the next paynent
year. Then the final update as depicted in the figure

conbi nes the two percentage changes. That's our update
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recomrendat i on.

Now t he next diagram-- and again, we went through
this in Cctober but we wanted to rem nd you again. This
di agram depi cts the process of how we will be assessing
paynent adequacy for the six different services that we're
going to be doing for this March. That's physician
services, inpatient hospital, outpatient hospital, SNF, hone
heal t h, and outpatient dialysis.

Now we are proposing to assess paynment adequacy in
three steps. First -- and this is the top |eft-hand box --
we will neasure current Medicare paynents and costs. That's
nodel i ng where we are right now Now | want to point out
two caveats with this step. First, measuring current
Medi care paynents and current Medicare costs, current isn't
so current. W' re going to be making decisions for paynent
rates in 2003 and the nost current data we have is 1999. So
that's one caveat.

The ot her caveat is for certain service areas,
particul arly physician services, we don't have information
on costs, Medicare costs. So have this framework and we use
t he avail abl e i nformati on, whatever available information we

have for each particul ar provider.
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The second step is assessing the adequacy of
paynments. That is, determ ning where we want to be. W're
tal ki ng about | ooking at the appropriateness of current
costs and the relationship of paynents to costs. The
different pieces of information that are shown in the | ower
| eft-hand box hel p eval uate the appropriateness of current
costs and the relationship of paynents to costs.

For exanple, the rate of change in per-unit cost
sheds light on the appropriateness of the cost base.
However, changes in the produce nmust also be taken into
account when you're | ooking at changes in per-unit cost.
Pressure fromprivate payers also gets at the
appropri ateness of current costs. For certain service areas
we can | ook at evidence of access problens, and this may
i ndicate that paynents are too lowrelative to costs. For
ot her service sectors we can also | ook at provider entry and
| ook at volunme growh. Extensive provider entry and | arge
vol une growt h could point to paynments being too high

| want to note that margins are not included in
the lower left box. The current costs are inbedded in the
margin. But again, current costs may or may not be

appropriate costs. So the margin in and of itself doesn't
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tell you anything about where we ought to be. It tells you
where we are right now and that is what we consider in our
step one, that top |eft-hand box.

So now we go down to the policy factor box, which
is on the lower right-hand side of the screen. This
considers the following. |If we thought that the current
cost did represent efficient cost, then where should we set
paynents relative to these costs. | think this represents a
range, not just a single point. Wile this is judgnental, |
think we need to be explicit in our thinking and in our
writing.

Now the third step in the process is to plan an
adj ustment to the paynent or determ ning how to get where we
want to be. In nost situations, the adjustnment would be a
percentage i ncrease or decrease to the base paynent rate
which is carried forward to the second part of the updating
process. Now if we do find that the base paynent rate is
too high or too I ow we may want to consi der phasing in |arge
changes.

W al so presented in Cctober our approach for
devel opi ng update recommendati ons. Again, we carry over the

conpensating adjustnment if the Comm ssion thinks, and if
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evi dence points to the fact that the base paynent rate is
too high or too low. At our COctober neeting we al so
proposed to anchor our update recomendati on around the
estimate of price inflation for each service area unl ess
credi bl e and sufficient evidence suggests that providers
costs are expected to significantly change due to the cost
of nmedi cal advances, productivity gains, and one-tine
factors.

Qur rationale for anchoring the update around the
forecast of price inflationis that it is probably the nost
i mportant factor influencing providers' costs in the next
paynent year, and it is the one factor that we can neasure
fromyear to year.

Now t he nodel does account for other factors |ike
t he cost of new technol ogi es, and productivity savings, and
one-tinme factors. First of all, we are assum ng that
productivity gains made by providers will offset the cost of
new t echnol ogi es, barring conpelling evidence to the
contrary. So we are not ignoring these factors. And to the
extent that there are issues that do not get addressed when
devel opi ng update recommendati ons, they woul d get addressed

in the review of paynent adequacy in the next go-around.
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This diagram on the X axis we have the paynent
year and on the Y axis we're trying to assess paynent
adequacy. | think what this diagramshows is the
uncertainty that is inherent in our process to assess
paynent adequacy and update paynents. First of all --

MR. HACKBARTH. Nancy, just for the record, this
is conceptual. This is not --

M5. RAY: This is very conceptual.

MR. HACKBARTH: There's no real data behind it.

M5. RAY: There is no real data behind this.

DR. ROSS: The goal here was to give a little bit
of flavor to rem nd comm ssioners -- this is not in your
handout because we've been working on this. But to rem nd
you, we say repeatedly, we have data from'98, or we have
data from'99. But just to locate you in this whol e process
--and 1'I'l let Nancy go through it -- but fromwhat we know
to what we're forecasting to what you're being asked to
advi se the Congress on.

M5. RAY: Thank you for clarifying that. So we
are maki ng paynent update recomrendations for 2003. That's
our decision year. \Were we are right nowis in 2002.

Actual data for services is either 1998 and/or 1999. But
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that | ooks like that's going to be the | atest actual data
that we are going to have. For certain service areas we may
have 2000 data. However, it's very prelimnary. So now
we're going to need to take this ol der actual data, sone
prelimnary data, and nmake forecasts into the future, which
is now, for 2001, 2002, and for our decision year 2003.

| think what this points out is that there is
uncertainty inherent in making update reconmendati ons and
the uncertainty increases the further out in tinme you go.

A second issue I'd like to point out with this
diagramis the adequacy zone. It's a zone. |It's not a
single nunber. It's a range. | guess at issue is how w de
the range is. Again, | think this is very judgnental, but |
think we need to be explicit fromservice area to service
ar ea.

Now a third issue I'd |like to point out is

concerning --

DR. REI SCHAUER | have a question here about the
adequacy zone. |'mnot sure what the word adequacy neans,
but I'"msurprised that it seens to be level. W're in an

era of grow ng prices and things, and | woul d have thought

that the adequacy zone would have an upward slant to it. |If
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what we're tal ki ng about as adequacy --

DR ROSS: It's in real ternms. Your point is well
taken. Again, all we're trying to illustrate here is that
there's a range in which --

DR REI SCHAUER W just did tal k about increasing
technol ogy, but | won't bring that --

DR. ROSS: Fair enough. But there's a range in
whi ch you're going to have to nmake a judgnent that paynent
rates are about right. That's all that red zone is trying
to describe, what that range is.

MR. MIULLER: |Is that another way of saying margin?

DR. ROSS: No, it is not another way of saying
mar gi n. Because, for exanple again, one of the live policy
i ssues you have to make a recommendati on on is physician
fees where we don't have a margin. You have to know t hat
somewhere, based on what you know about access, what you
know about participation rates, et cetera, that paynents are
in your -- instead of adequacy zone, conmmi ssioners' tolerant
zone. That you know they're not too high, not too | ow.

MR. HACKBARTH:. Just so | understand the concept
here. Does this inply that recomendati ons about updates

will be inthe formof a range? O is this still the prior
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step of assessing the adequacy of current rates?

DR. ROSS: | think what this is trying to
illustrate is, presum ng that conm ssioners have a tol erance
for a range of paynment adequacy, and there's a | ot of
uncertainty about what the exact right update woul d be, the
guestion is, do those areas overlap reasonably well? W
have tal ked to you and we're going to keep talking to you
t hrough Novenber and Decenber about, again, anchoring an
updat e deci si on around a nmar ket basket forecast, or | should
just say a price index forecast, which by itself is a
preci se numnber.

But presumably you're trying to | ocate that nunber
and say, given the current paynents, given an increase of
t hat magni tude, would we be confortable with the outconme?

MR. ASHBY: Could | try to clarify one matter on
t he question of margins? That is that in a facility setting
where we do have cost neasures -- so this is bypassing the
physi ci an questi on now al together for the noment -- the
notion of payment adequacy really ideally ought to be
paynents relative to the efficient cost of providers, or the
cost of efficient providers, if youwll. So that if you

were absolutely certain that the current cost base does in
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fact represent the cost of efficient providers, then you
could |l ook at paynents relative to those costs and it would
take on the characteristics of a margin.

The reason why we're always sensitive to say, oh,
this is just margins, is because if we | ook at the current
margin it may very well not represent paynments relative to
efficient costs. W may very well think that the cost base
is really too high, or in some situations |ike sone rura
facilities the notion has cone out that perhaps the cost
base is too low. So that's a very inportant caveat to just
bl anket tal king about this as margins.

MR. MIULLER  But having just the term adequacy, in
some ways | could do a box that says, three-year-old data is
one box, then |I have three-year black box, then |I have a
line com ng out called forecast. The notion of adequacy
when the data is necessarily --

DR. ROSS: That woul d be anot her way of
representing this.

MR. MIULLER. Obviously, if you represent it as a
t hree-year bl ack box then people get a little bit nore
concerned about how good that is as a base for the future.

So how we draw the picture -- so part of ny concern is given



10

11

12

13

14

15

16

17

18

19

20

21

22

241

that at least in two of the big groupings that you have,
hospital s you have three-year-old data and physicians you
don't have cost data, the notion that -- you get into words
I i ke adequacy, which is a val ue-laden word. Then we have

t hree-year lags and we don't have cost data on physician
paynents.

| think it inplies there is nore currency of
adequacy, there's nore current information on adequacy and
nore conplete informati on on adequacy than we in fact have.
That's nmy concern, that this three-year black box can have
al nost -- to use Bob's question or maybe it was denn's
guestion earlier, that black box could be going up, could be
goi ng down, could by going sideways, could be rotating,
could be whirling around. Therefore, the way in which the
line cones out of it as a forecast could be going in quite a
di fferent vector than you m ght suspect.

DR. ROSS: But at the end of the day you are stil
on the hook for making a recommendation to the Congress on
t he paynment update. | would stipulate to all -- | don't
know about the rolling around part, but we'll stipulate to
all of that. That's in fact precisely what this diagramis

intended to drive hone is that there's a |lot we don't know
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In general, given the uncertainties on both the up side and
the down side, generally that suggests sone caution in
deci si onnmaki ng.

But the point is, cone the January neeting for
publication in the March report, you still have to hit the
end point on the update recomendati on to the Congress.
Because the alternative isn't to say, we don't know
anything. Ergo, we can't make a recomendation. O life is
uncertain and we can't nmake a recommendation, because we
still need to nake one.

MR. HACKBARTH. Could we just |let Nancy and Jack
finish their presentation?

MR. ASHBY: | just wanted to point out one caveat
about the data that would make it sound perhaps not quite as
bad as Ral ph just described it. Any little bit will help
per haps.

One maybe not that hel pful a cooment is that in
ordinary years the actual data line would go up to 2000. W
shoul d have actual data for 2000 here, not 1999. This is an
unusual year in that all the uncertainty has |eft HCFA
behind with the processing. They've just sinply been asked

to do too nuch in too short a tine, so we're not going to
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have 2000 data as we nornally woul d.

Then secondly, actually at |least for hospitals we
will actually have sonme prelimnary data for 2001 because we
did last year invest in a survey to give us a quicker tine
turnaround. so we will have sone information that's a
little nore recent than you see there.

MR. HACKBARTH. So that inplies, Jack, that the
recent slowdown you think is a tenporary one and won't | ast.

MR. ASHBY: | would certainly hope so. But again,
there's no proof of that.

MR. HACKBARTH. That's why | asked.

MR. ASHBY: | can't be quoted on that because |'m
not CMS. But we are certainly hoping that eventually we
will get caught up and we'll get on the cycle that we had in
t he past.

DR. STONERS: | just had a question. [If we, like
weat her forecasters that nmake a forecast and then | ook back
to see how close they canme, could we run five-year nunbers
or whatever and say, we predicted sonething as a need or
what ever in 2001 and how cl ose did we cone to what actually
happened, and plot that over -- or is that something we

woul dn't want to tal k about?
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MR. ASHBY: When the future gets here we can go
back and keep score.

DR. STOAERS: | guess a way of maybe refining what
we' re doi ng.

MR. ASHBY: Yes, over tine.

DR. NEWHOUSE: The problemis what we do affects
what the hospitals do. |If there's |ess noney out there,
ot her things equal, probably costs are lower. So there's a
self-fulfilling prophecy.

M5. RAY: Moving on to the next slide. Next
steps. Following this presentation, like | said before,
you' || be seeing presentations on updating physician
paynents, home health, and skilled nursing facility
services. |In Decenber you will also see presentations on
i npatient and outpatient hospital update and dial ysis.

The other presentation that you'll be seeing in
Decenber is a presentation on the nmeasures of change in
input prices for the six service sectors that you wll be
maki ng recommendati ons on. Focusing the update
recommendati on around the nmeasure of price inflation places
great enphasis on using it as accurate a tool as we possibly

can for this. So during the Decenber neeting staff wll
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address price index issues in nore depth.

M5. ROSENBLATT: | just want to nmake two comments,
because that diagram-- Janet turned to ne and said, that's
kind of simlar to what you do as an actuary, and it really
is. W look at the past, and predict the future, and try to
set premumrates. And like Murray said, | don't have the
choi ce of saying, | don't have enough data, or |I don't have
a certainty and therefore | can't predict the prem um

But | do want to say that -- and there were a
coupl e of us shaking our heads when Nancy poi nted out 1999
data. | do think that it is just unbelievable that a
programof this size can be permtted to not supply nore
current data because each year of uncertainty does make that

cone of uncertainty increase. So | want to go on record to

say that.

The other thing is, | think this is an interesting
way of |ooking at the nodel. Could you put up the boxes for
a mnute? | just want to point out the market factor box

and raise a question. The next to last bullet, entry and
exit of providers, the market factor that goes into our
anal ysis makes nme realize, why did we restrict this nodel to

the traditional program and not think about this nodel for
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M-C where that box on entry and exit would be a |lot of --
there's a lot of information in the fact that there's a | ot
of exit going on.

DR ROSS: The shorthand answer fromstaff on that
is, because given that the Conm ssion has adopted the
principle of local financial neutrality it means the only
deci sions you need to nmake are on the fee-for-service side
and the rest of it flows through. The Comm ssion |ast year
sai d, make paynents about equal to |local fee-for-service
adjusted for risk, which neans once you nake all your update
decisions on the fee-for-service side that will flow through
and determ ne whatever the cap rate is for MC

MR. HACKBARTH. On Alice's first point about the
data lags, | could use sone refresher on why this has been
such an intractable problem and what woul d be necessary to
get nore up to date data. | know that canme up yesterday
when we were on --

MR. ASHBY: Wiy we're behind, in other words?

MR. HACKBARTH. Yes. But not just the tenporary
probl em or the one that you hope is tenporary, but the nore
chronic problemthat we're always dealing with old data.

MR. ASHBY: Let ne describe the steady state
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situation first. That is that at the end of a hospital or
any provider's cost reporting period there is a three-nonth
period for which they are allowed to submt their cost
report. Then this last year they noved that to four nonths
because the program has gotten conplicated enough that the
providers couldn't get there any faster than that. So now
we're four nonths past the end of the fiscal year and the
hospital is just submtting the cost report.

Then there's a second factor that I'll throwin as
| ong as you asked the question, and that is that when we say
2000 we really nmean m dway between 2000 and 2001. W have a
very strange way of accounting for years that puts us a half
a year behind what it even | ooks like. The reason why
that's the case is because we're not tal king about fiscal
year 1999. We're tal king about cost reporting periods
starting in fiscal '99. You can just nmultiply that out. By
the tine you start at the tail end of '99, you're really
nost of the way into 2000.

DR. RONE: That's good news, because that neans
that the data are six nmonths |less old than they | ook.

MR. ASHBY: That's right.

DR. ROAE: That's not bad news. That's good news.
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MR. ASHBY: Let's take the positive spin. That's

the truth. They are six nonths |less old than they | ook.

DR RONE: It's how old are the data, and what
you're saying is they're six nonths younger than they | ook.

MR. ASHBY: That's exactly right.

DR. NEWHOUSE: You should round up and not round
down.

MR ASHBY: Right.

DR. ROSS: Successful aging, as it were.

MR. DEBUSK: Jack, let nme ask you, is it not true
that we're tal king about the cost reports. As | understand
it, the hospitals are not getting the data they need from
CVM5 to do the cost reports. So it's really the reverse.

MR. ASHBY: Right, that has been one of the -- we
started out with generally steady state situation. Now in
the current situation, right, one of the problens is that
the FI's have been behind in submtting information back to
the providers that describe their claimvolunme that they
should use in filing their cost report. So until the FlIs
make the first nove, providers can't make the second nove,
which is to submit a report on tine. That's one of the

t hings that has del ayed matters here.
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The other thing that has delayed -- and |I' m not
sure that | can really answer why the Fls are behind. There
may be soneone from CMS that can answer that. | don't
really know. But the second thing that has del ayed the
process this year is the several policy changes that have
gone into effect that have required changes to the cost
report. They have even been nore conplicated than usual
changes to the cost report because they have done in md-
year, which neans they've got to have one variable to
capture what's happening in the first half of the year and
t hey' ve got to have another variable to capture what's
happening in the second half of the year.

By the tine they change the cost report and then
that filters back to the accounting firns that create the
aut omat ed packages for processing themso that they can be
up to date, and then that gets to the provider and so forth,
it just takes tinme for these changes to flow through. |
really have to say in all honesty, | think HCFA was given
sonme virtually inpossible tinelines for inplenenting sone of
t hese new provisions and actually getting theminto the cost
report.

DR. NEWHOUSE: But am | not right in remenbering
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t hat AHA put together a sanple of several states that we
were going to use for quicker data?

MR. ASHBY: That's the survey that we are,
together with CMS are sponsoring, and AHA is carrying out.
We have a sanple of 500 hospitals that does have --

DR. NEWHOUSE: So how does that play into this
tinmeline? Refresh ny nenory.

MR. ASHBY: That's what | was referring to a
nmoment ago, that we really will have sonme 2001 data for a
sanpl e of 500 hospitals. The downside of that is that there
is Medicare-specific information in that survey. It can
tell you generally what's happening at the bottomline of
hospital s and what's happening in ternms of cost growth for
all services and all payers. But we don't have Medi care-
specific information.

DR. NEWHOUSE: Is there a way to patch into HCFA
claims to try to get a rough read on what woul d be Medi care-
specific -- | guess they don't know the non-Medicare
specific. You' d have to have clains volune to the specific
provi der.

MR ASHBY: Yes. But | do want to add one

optimstic thing and that is that there is novenent afoot to
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make the short term survey specific to Medicare, in fact
specific to all payers. That's being done through the AHA
a partnership with the Col orado Hospital Association that's
putting this together. So we may actually, before the too
di stant future, reach a point where we can create a national
aggregation that is specific to Medicare on a rmuch shorter
time turnaround. This is not going to happen tonorrow, but
devel opnent i s underway.

DR. ROSS: Just to respond to Joe, too. Again, in
one of the boxes that Nancy showed up there in ternms of the
mar ket factors, entry, exit, volune, unit cost, that's part
of the exercise here is to |look at all the sources of
i nformati on you have avail able. But recognizing that the
i nferences you can draw get nuch weaker as soon as you get
away fromanything that's Medicare specific.

DR. NEWHOUSE: Wiere does auditing fit into it?
Are we tal king about the audited or unaudited cost reports
on this tineline?

MR. ASHBY: W definitely use unaudited cost
reports. Then the database is updated periodically when the
audits cone in. So we will have some conbi nation of audited

and unaudited data at nost points in tine.
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DR. NEWHOUSE: Do we ever | ook back and nake

corrections for the audits?

MR ASHBY: W al ways correct our stream of
nunbers every tine we publish a new set. |It's makes very
mar gi nal - -

DR. NEWHOUSE: But | nean a | ookback to the
nunbers that we used to do that incorporated the unaudited
nunbers. Do we ever | ook at how much error the unaudited
nunber introduced?

MR. ASHBY: Yes, we have | ooked at them But it's
hard to isolate the effect of the audits because it's
conbined with trailer reporters as well. You'll go from 90
to 95 percent conpl eteness at the sane tine as a bunch of
audits are --

DR. NEWHOUSE: The sanme question. Do we | ook back
at --

DR. RONE: The same question. |If you take all the
adj ustnents, inperfections, inprovenents, et cetera, how
much of a change does it make in the data?

MR. ASHBY: It's been known to change the nmargins
by a couple of tenths or so after the fact.

MR. HACKBARTH. We probably shoul d keep novi ng
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ahead here and get on to the physician piece of this.

Kevi n?

DR. HAYES: So we're ready now to take a step
forward fromthe discussion that we just had and tal k about
appl yi ng MedPAC s nodel or approach, framework, whatever we
want to call it, to paynments for physician services.

Doi ng so seens particularly tinely. | recall that
the Commi ssion is on record reconmendi ng that the current
met hod for updating paynments for physician services, the
sustai nable growth rate system that that system shoul d be
repl aced. So an obvi ous option here would be to replace it
possibly with the update approach that the Comm ssion uses.
So what 1'd like to do is just spend the next few m nutes
goi ng over that and explaining what it would entail to do
so.

|"mnot going to spend a lot of time on the
problems with the SGR system W tal ked about them at the
Cct ober neeting and so on. Just go through these quickly.
W said --

MR. HACKBARTH. Kevin, | don't think that you need
to review those. W' ve been over this ground.

DR. HAYES: Ckay. Can | make one point though
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about the last itemhaving to do with volatility and
unpredictability? At the October neeting we reported on an
estimate that we had prepared of the update for 2002 and
said that it would be in the neighborhood of a reduction in
paynents of 4.5 percent. Since the Cctober neeting CVMS has
publ i shed the official update for 2002 and they said that it
will be a reduction in paynents of 5.4 percent. The
difference has to do with sone m scal cul ati on of actual
spendi ng for physician services in years 1998, '99, and
2000. So that error needs to be corrected and the way to do
that, according to the law, would be to take it out in the
update for 2002.

Once again, just reaffirmng the corment that we
made | ast time about the inherent volatility and
unpredictability in the system

So what are the options for replacing the SGR
systenf? One possibility would be to come up with an
alternative, a spending control nechanismlike the SGR
system And certainly there seens to be ways to reduce sone
of the volatility problem a greater use of averages and so
on in the systemrather than the year to year changes in the

factors that go into the cal cul ations.
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But that would | eave the other problens that we
see with the SGR system its inability to account for shifts
of services frominpatient to anbul atory care settings, for
exanple. It just doesn't seem-- the path toward a
di fferent kind of spending control nmechanismis not very
clear; one that would correct the problens with the existing
system

So the other option then would be to do what the
Comm ssion is considering now, which is to focus update
recommendati ons on paynent adequacy and changes in input
prices. That would seemto be a way to avoid probl ens that
the SGR systemhas. It would allow for sonme discretion in
t he deci si onnmaki ng process, snooth out sone of the
volatility, take into account factors that are not accounted
for now And overall, just nake the update nmechani sm for
physi cian services simlar to the nmechanisns that we use for
ot her types of services.

On the next slide we have a draft recommendati on
that would take us a step toward that second option of
replacing the systemw th an approach that focuses on
paynent adequacy and changes in input prices. W show you

this recormmendati on now -- we're not asking that you focus
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on the wording of the recormendation. Certainly we have the
Decenber and January neetings to do things |like voting and
so on. But it was just our way of trying to drive hone the
poi nt of what we're tal king about here, of replacing the SGR
systemw th this focus on paynent adequacy, changes in input
prices.

Qur question for you today really is whether you
see yourselves making this kind of a recomendation for the
March 2002 report. And if so, what would it take to get us
t here.

If you are willing to consider that idea, then the
guestion becones, howis it that we woul d update paynents
for physician services using this approach? That woul d
require, as Nancy and Jack said during the previous session,
it would require answers to two questions. First would be,
is the current |evel of paynents too high or too | ow? Then
secondly, what factors would we expect to affect the cost of
provi ding services in the forthcom ng year?

Just to further illustrate what we're talking
about here, this is the same diagramthat Nancy used. Wat
|"ve done here is shaded in the one box on the upper |eft

corner having to do with the question of whether paynents
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currently are too high or too low Wat |I'd like to do for
the next few mnutes is to just explain what it is that we
have available to us in terns of information to answer that
kind of question. So we'll proceed with that next.

The point to make here, | guess, just to reiterate
what Nancy went over was that there are a variety of ways to
try and answer a question, is the current |evel of paynents
adequate? W could, in some instances, use information on
financial performance. W can |ook at things |like access to
care, entry and exit of providers, and so on.

As Nancy nentioned, we don't have information on
anything like cost reports or other information that would
be available to fully assess financial performance. As we
indicated in the mailing materials for the neeting, there
are sonme limted information avail able on that point, but
it's not sonething that we could use for a nore general type
of anal ysi s.

DR. NEWHOUSE: Kevin, can | ask a question on the
first point? To what degree does that reflect the shift
into managed care or into MtC?

DR. HAYES: The entry and exit you nean?

DR. NEWHOUSE: The growth from13.9 to 15.7. 1In
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ot her words, to what degree is that a function of changes in
t he denom nat or ?

DR. HAYES: It is a definitely a function of the
change, partly a function of change in the denonmi nator, but
al so the nunerator. There's a table -- I'msorry, | only
gave you counts of physicians here on Table 1 of the mailing
materials. But you can see that there is an increase in the
nunber of physicians. But at the sane tinme, there is, of
course, a reduction in the nunber of beneficiaries. So it's
ki nd of a conbi ned effect.

DR. ROAE: But | think Joe's question is, what
about the M+C, migration out of MWC into --

DR. NEWHOUSE: No, the other way around.

DR. ROAE: There was no migration from Medicare to
Medi care+Choice in this tine. Didn't Medicare+Choice
decline during this tinme?

DR NEWHOUSE: No.

DR. REI SCHAUER: It peaked in '98.

DR. ROSS: There's actually two ways to think
about that ratio though, one of which is to treat it
literally as entry and exit. Then the second is to ask

avai l ability of physicians per Medicare beneficiary. So the
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answer i s capacity would appear to have increased over that
peri od.

DR. NEWHOUSE: No, not if they're servicing the
M+-C peopl e also, and that isn't in here.

DR. ROSS: This is the nunber billing traditional
Medi care, so the capacity to bill traditional Medicare has
i ncreased 10 percent over that period.

MR. MIULLER: How do you exit a programthat gives
you hal f your business? | understand the nunbers are going
up, but the point is Medicare is so big that physicians and
ot her providers tend not to exit because they wal k away from
hal f of their business. So the notion of exit here, it's
not like restaurants exiting --

DR ROAE: | think this is the sane point Al an was
maki ng earlier when he said if you call and say, are you
serving Medicare beneficiaries, the answer is yes. So the
exit is artificial.

MR. HACKBARTH. So what we could say is that if
you saw a significant decline in participation -- this would
be a | aggi ng indicator and probably an indicator of extrene
distress is there was a big net downward nove

DR. ROSS: Not to be flippant, but you' re only
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going to get three data points, so don't throw this one out.

[ Laught er. ]

M5. ROSENBLATT: Can | just nmake a point on this
i ssue because | think this may be one where | ooking at al
physi ci ans together may be m sleading? | don't know, but |
know t hat when we | ook at ratios |like that we have to | ook
at it by specialist and by area. Because in sone areas we
may pay lower, in other areas we nmay pay higher, simlarly
for specialists. The |aw of averages nay in total make
everything | ook fine, but when you | ook at the m crocosm
it's not fine at all.

|"d be very concerned about just having that Table
1 in our report wthout doing sonme finer |evel of analysis.

DR RONE: But isn't it true -- | nmean, | renenber
years ago in this group whenever we were trying to increase
t he end-stage renal disease paynents the point was al ways
made by the economists that entry into the field was
i ncreasing, and nore dialysis providers were signing up.
Therefore, the paynents were not inadequate. That was one
of the big points. There was never this discussion about
the finer grain analysis of where were they increasing, and

how big were they, et cetera.
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Isn't this a simlar kind of piece of data?

MR. HACKBARTH. Entry is a little bit different
than exit. For the reasons that Ral ph nentions, exit is
going to be the last resort. On the other hand, if you see
significant new entry, | think you can say with a bit of
confidence that the rates nust be reasonable. It doesn't
necessarily followif there's no exit, the rates nust be
reasonabl e.

DR. REI SCHAUER But the relevant exit nunber
really is how many new people are you willing to take on,
because you aren't going to jettison your existing patient
base probably. But an access probl em coul d devel op sinply
because every doctor decides, I'"'mgoing to take on half as
many Medi care patients as | did the previous year.

MR. HACKBARTH. Fair enough. That's not the
nunber that's up here. It's a gross nunber

DR. REI SCHAUER: That's why we're doing this --

MR. HACKBARTH. And for the reasons that Al an
described this nmorning, trying to get the finer nunber of
new patients is tricky at |east.

DR. NELSON: There is one nunber that probably

Kevin is getting to that | think may be nore valid than nost
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of these, and that is the survey data show ng that
physi cians by and large said they didn't have difficulty
referring their patient to a consultant. | think that's

maybe the nost inportant piece of informati on we have. Are

you getting to that, Kevin? | didn't nean to preenpt you.
DR. HAYES: | was going to tal k about survey data
generally. | wasn't going to go into all the details. But

maybe | should proceed in the interest of tine and say that
we tal ked about these entry and exit nunbers. W have ot her
information on access to care fromthe MCBS.

In looking at this slide | realize that we're
pretty nmuch overstating the case when we say no apparent
problems with access in 1999. That is just based on the
MCBS. It is a national survey. O course there are going
to be geographic areas where there m ght be access probl ens,
but the MCBS is the type of survey that wouldn't do well in
terms of picking up problens with that. It does, however,
indicate that there are problens for certain vul nerable
groups of beneficiaries, African-Anericans, those with
functional disabilities, and so on.

But in general, when we | ook at the data fromthe

MCBS it | ooks |ike overall no obvious problens fromone year
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to the next; consistent trends with what we see in the MCBS
dat a.

A physician survey that we conducted in 1999
showed that in general physicians were reporting that they
were accepting new Medi care patients in that year. But
there was a cautionary note that came out of the survey
having to do with changes in physicians' practices. They
reported that they were taking steps to reduce their costs,
del ayi ng purchases of capital equi pnent and the |iKke.
Simlar types of things show up in other surveys of
physi ci ans.

The question here is, what does that nean, in the
absence of any kind of quality information, information on
patient outconmes, the kind of stuff you'd really want to
know? W don't know what inpact these changes in
physi ci ans' practices are having on the care that
beneficiaries receive. So that's it for that.

So that's the state of play, to the extent we
understand it in 1999. Wat do we know about events since
then? There the information is quite a bit skinpier, if
that's a good word to use. But we do know that we do have

i nformation, of course, on the paynent updates under the SGR
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systemthat have occurred in 2000 and that will continue --
did occur in 2001 and wll occur in 2002. W can conpare
that to the change in input prices for physician services as
nmeasured by the Medi care econom c index.

What we see is that the updates on average were
1.7 percent. The MEl showed changes in input prices of 2.4
percent. Recall that, as we discussed previously, the MEl
is unlike other neasures of input prices in that it includes
a productivity adjustnent. If we take that productivity
adj ustment out of the MElI we get a nunber |ike 3.6 percent
per year in changes in input prices.

So fromthis kind of information, working forward
fromthat 1999 reference point, we can see that in general
t he updates have not kept pace with the change in input
prices.

DR. ROWNE: Kevin, how does that relate to the fact
that at the last neeting we were told that in part the
reduction in 2002 was conpensatory for overpaynents in the
previous two years in the physician update, in the SGR? Now
you just said it hasn't kept pace with the MEI

DR. HAYES: Right. It just has to do with the

standard that you use. In this case we're just talking
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about input prices, and updates being consistent with the
change in the cost of providing physician services.

In the case of the -- | think you were asking why
is it that there was a need for a reduction in paynents in
2002? There the standard has to do with the target
nmechani sm the spending control mechanismthat's used for --
in the SCR systemthe standard there is, is spending for
physi ci an service consistent with a target that's based on
growh in the national econony? That's why this systemis
exacting this reduction next year.

DR. ROSS: Conpensatory in the formulaic sense,
not in the policy judgnent sense; that's what you neant?

DR. RONE: Conpensatory is inconsistent with
policy, right?

DR. HAYES: Just one nore slide, if | my. So the
guesti on now beconmes whether we can use information |ike
that that |'ve just described to reach a concl usi on about
paynment updates. |If you believe that is so, you would be in
a position for the March report to say sonethi ng about
paynent adequacy in 2002 and that could be a foundation upon
whi ch to base an update reconmendation, if you choose to

make one, for 2003.
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So you' ve got this reference point in 1999. You
know what the paynent updates have been |ike through 2002.
We have information on these changes in physician practices;
uncl ear exactly what it means, but we'd want to consider
that I think in form ng a judgnent about what shoul d happen
inthe future. |[|'ve got to say that there is sone
uncertainty, of course, about that 1999 reference point. W
don't know really nmuch about whether paynents were too high
or too low at that point in tinme. Just have the limted
information that | went through.

So that's it. W can put the draft reconmendation
back up there, but just to bring home the point that froma
staff standpoint at |east we really need sone guidance from
you all about whether that kind of a recommendati on captures
your thoughts for the March report.

MR. HACKBARTH: Kevin, one issue about the MEl is
the productivity adjustnment there. | don't want to go into
a substantive discussion of that right now, but is that
sonmething that we're going to be taking a | ook at between
now and our March recomendati on?

DR. HAYES: Yes, that would be a topic for the

Decenber neeting; the productivity adjustment, whether it
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should be in the MElI or not, whether it should be based on
-- whether it should be a | abor only type of adjustnent |ike
the one we have now versus a nmultifactor adjustment of the
type we use for other services.

DR. RONE: M understanding is that we previously
made this recomendation; is that not right?

DR. HAYES: W mmde part of this recomendati on.
You made part of this recomendati on saying that the SGR
system shoul d be --

DR ROAE: You're one of us, if you wish to be
associated with us.

DR HAYES: So the Conmi ssion did recomend t hat
the sustainable growh rate system should be replaced. What
we did not do was to go the next step and say what it should
be replaced with. That's something we have an obligation to
advi se the Congress and one idea, what the staff is
presenting to you today is the idea of replacing it with
sonething that's anchored around the change in input price
and then sonme assessnent of paynment adequacy.

DR RONE: |Is it possible that we'll get nore
magnetism around this idea and nore discussion of it as a

viable option if we have a greater degree of specificity as
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to exactly what we woul d propose as the alternative? W've

cone a little further now and we've identified sone el enents
that would go into the equation. But if we were to actually
come up with a specific, this is the MedPAC repl acenent for

the SGR, then maybe that woul d help focus the discussion.

MR. HACKBARTH. Kevin, the way | | ook at the draft
recomendation is you're basically saying, this is where
we're going right now, and if you think we're going 180
degrees in the wong direction, nowis the tine to say so.
But we're not at a point where today we have to enbrace this
and say, this is MedPAC policy. There will be nore specific
di scussi on before we reach that point.

DR. HAYES: Right.

DR ROAE: | guess nmy point -- denn, | appreciate
that. Thank you. But what I'mtrying to do is ask the
guesti on whet her our advice to Kevin and his col | eagues at
this point is not just to go ahead and proceed al ong t hese
lines but actually come up with a specific fornulaic, to use
a word Murray used, approach that we could consider, an
actual fornmnul a.

MR. HACKBARTH: But it won't be fornulaic. To ne

-- and correct me if I"'mwong, Mirray -- but generally what
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we're doing is noving away fromthe fornulaic SGR to an
approach that involves the exercise of judgnent after
consi dering a nunber of factors.

DR. NEWHOUSE: | thought that's what we had
recommended. | thought not only said, we don't |ike SGR
but we should replace it with something that |ooks |ike the
hospital update system W never said that?

DR. ROSS: No, we --

DR ROAE: But that's a forrmula. What he's saying
is, it's kind of a balance scorecard where it's going to be
gualitative and quantitative nmeasures that are taken into
account, or sonething along --

DR ROSS: | would put it alittle bit
differently. Wat you reconmended previously was doi ng away
with the SGR -- silence. There was nothing said to put in
its place. The obvious alternative to an automatic fornmula
woul d be sonething fornmulaic or randonly chosen
di scretionary nunbers. For staff, we figure that's pretty
obvi ously where you' re goi ng.

The question for us is, what do you need to see to
make you confortable? |In essence, you' re going to be asked

to make a judgnment about what the conversion factor in 2003
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shoul d be. Because it's not just what's the update process.
But if you nove away from one system what's the starting
poi nt for the new system

So think about the task at hand, what should the
conversion factor in 2003 be? Wat evidence do you need us
to bring you to develop a confort level to be to pluck that
nunber, wherever those nunbers cone fronf

DR. NELSON: | think we're going exactly in the
right direction in having the recomendati on that's based
first on a reasonabl e assessnent of the current adequacy of
paynents, and then secondly a conbination of input prices
that we have yet to define. But it seens to ne that this is
far superior to the SGR and the direction we should go.

Also the first part of that, the adequacy of
paynent should allow us to not always be three years behind.
For us to propose to Congress sone statement now on adequacy
of payments when there were increases of 5 percent based on
next year failing to accomodate the fact that we're going
to have a drop in 5 percent, and then project for the
foll owing year. That's nonsense. | don't see how we can --
we'll have to just flip a coin in public.

MR. HACKBARTH So, Kevin, are there now or wll
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t here be changes in the survey cycle that we need for this
analysis that will allow us to have nore tinely information
on paynent adequacy?

DR. HAYES: Yes. That could certainly be part of
t he package of recommendations that you adopt. |[If you agree
that this kind of an approach nakes sense, then we woul d
need to deci de on what needs to drive that process. Geater
regularity of surveys would be one way to proceed.

The Medi care current beneficiary survey is already
on an annual cycle. There are sone |lags in producing data
fromit, and so on. W' ve explored the possibility in the
past of getting nore rapid turnaround of the MCBS data and
it just doesn't seemlike that's possible. So we're always
going to be |ooking at data that are a couple of years old
with respect to the MCBS.

The physician surveys are a different story
entirely. MdPAC s survey has been one that we've sponsored
as the need arises. The alternative to that is a survey
that the AMA has conducted in the past, the |ast one of
t hose, the soci oecononic nonitoring systemsurvey |'m
tal ki ng about, was fielded in 1999. M/ understanding is

that they're now working to revive sonme variation of that
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survey. But there again, we're |ooking at sone lags in
ternms of availability of data.

So it would seemlike froma physician survey
st andpoi nt the best source of information we have are the
surveys that we do. W're able to get data out of those
surveys within a few nonths after field work is conpl et ed.
So that's what | know about surveys.

DR REI SCHAUER: Just briefly. Wen we do our
di scussion of the SGR and how terrible it is, | do hope that
we make note of the fact that our idea for a replacenent
drops one of the objectives of this policy. Maybe it was an
i nappropriate one, but it was concerned about limting the
grow h of overall cost to an affordable level. | think this
was m sgui ded but we can't pretend that we're geniuses for
di scovering a better way of doing half the job, because we
really aren't doing the same thing.

The word adequacy, |'m wondering what's the
meani ng of that. |If we thought of asking the question, what
shoul d t he governnment pay for cans of soup, or |awers
services, we wouldn't be going about doing it this way.

W' d say, hey, there's a private market out there which sets

a price. Wat do they pay for it? That's what we should
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pay?

One alternative, of course, is to go to Janet and
Alice and Jack and find out what they pay and then realize
that they're paying a little bit too nuch because naybe
we're paying a little bit too little and you could work out
a fornula for howit came out. That would be one definition
of adequacy.

Anot her definition would be, we're a big
purchaser. W' re the 800-pound gorilla. Wat's the |east
we can get away with, recognizing that we're shifting the
burden off onto sone others but we're not going to focus any
attention on that, and what we want to do is just skate
al ong that edge.

VWat is it that we're trying to do?

DR. HAYES: Skate along the edge. You put it just
right. Seriously, it's going to be a case where a judgnent
is going to be required, and it's going to be a matter of
taking information fromthese di sparate sources. As we
indicated in the mailing materials, we are pursuing the
feasibility of doing sone conparisons of Medicare's paynent
rates with those in the private sector. So we can, not for

this time around, but in the future we have sonme possibility
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of being to add that to the m x of data sources that we can
draw upon

M5. BURKE: Can | just underscore Bob's point. |
must say if we're going to use words |ike adequate in any
kind of fornmulation in articulating what it is that we're
trying to achieve, we'd better have a sense of what that
means. | don't have any sense at all what adequate is
supposed to be. \Whether it's, their inconmes ought to be X
or -- | don't know what that neans. But if it's going to be
atermof art then we'd better have an agreed-upon
definition.

DR. ROSS: In other chapters, the Comm ssion has
t al ked about paying the cost that efficient providers would
incur. That's a fairly long-wnded term You m ght prefer
paynment appropriateness since it sounds | ess | oaded. Again,
that doesn't exactly trip off the tongue.

M5. BURKE: But | think back to the old days when
we tried to do Boren rules and tried to |live by | anguage
that none of us could define. That's what Boren got us into
in the old days. So when we start using terns |like that --
| nean, if we're all confortable. But follow ng up on Bob's

point | just think if we're going to use it we ought to have
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a sense of what it neans.

DR. ROSS: Staff are open to suggestions there.
guess our view has been that there is a notion underlying
this that we'd know the right paynment if we sawit. The
question is, is this a semantic issue or is it something
el se?

M5. ROSENBLATT: Just to follow up on the survey
you just mentioned, Kevin. Were are these consultants
going to get the data fronf

DR. HAYES: The survey of physicians?

M5. ROSENBLATT: No, of how Medicare's paynents
conpare to paynents made by the private sector.

DR. HAYES: That's what the feasibility study is
all about, is to, one, explain why it would be useful to do
this kind of work. And two, to identify potential data
sources that we could draw upon

M5. ROSENBLATT: Let nme just nention that we tried
to do sonething like that and we went outside and needed to
follow certain ways of doing it to satisfy our |awers that
we were doi ng everything okay. The outside people went to
physi cians' offices and tried to get information, even

offered to pay, and they were unable to get anything at all.
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The other thing I want to nention is that this is
anot her area where | ooking at the totality does not give a

good picture of the small piece. A lot of carriers do not

use an RBRVS type nechanism They use their own proprietary

schedul es. You could say for a given carrier that on the

average it's X percent of RBRVS weighted by the relativities

of services.

But when you actually look at it and you | ook at
particul ar areas, and you | ook at particular specialties,
one m ght 150 percent of RBRVS, the other one m ght be 50
percent of RBRVS. So | just caution us about, averages do
not work here.

DR. HAYES: Right, | think we're aware of that.
think these are issues that will be addressed in the
feasibility study, but your points are noted. Thank you.

DR. STOAERS: |'mjust answering what Al an said
earlier. A few years ago we did a study of physical
medi ci ne usage in Medicare, and we did it based on CPT
codes. HCFA provided us | ess than one-year-old data of
every CPT code broke down by specialty and the anmount of

usage by specialty. |I'mwondering if sonething |like that

where it would be inportant to know if the specialty care is
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still there and so forth, that we couldn't track that data.
And they have that relatively quickly because -- so anyway,
| could talk to you nore and show you what we have.

DR. HAYES: kay, that's good.

MR. HACKBARTH:. Thank you, Kevi n.

Sharon, home heal t h.

M5. BEE: In ny segnment of this presentation --
and I"'mnot the last one -- |I'Il apply our paynment adequacy
framework to honme health services. A quick refresher. 1In
t he past home health was paid on a cost-based basis. Last
year in Cctober we switched fromthat cost-based paynent
systemto a prospective paynent system It's now been in
place for a little over one year. 1In June of this year, CMS
announced that they would inplenment the | egislated update of
mar ket basket mnus 1.1 for fiscal 2002. So that update was
a positive 2.5.

The typical data cycle actually experienced
m ni mal di sturbance, given the potential disturbance of
nmovi ng every provider in this systeminto a new paynent
system si mul t aneously. Despite that fact we will not have a
measur enent of cost or paynents under the PPS system for

sone time. So ny presentation today is going to focus on
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sonme ot her parts of our framework that we can fill in.

This is the sanme nodel. Wat |'ve done is shown
you in red where the information that 1'mgoing to offer you
fits into this paynment adequacy framework. What |'ve got to
present to you are market factors. | have sone information
on changes in product, beneficiary access to care, entry and
exit of providers, and changes in vol une.

As far as changes in product, what we did by going
fromthe old systemto the new systemis change the way we
measured the product. W used to consider the product to be
a visit and nowit's an episode. An episode is a 60-day
unit of paynment, and within that unit we can deliver a
vari abl e nunmber of visits but it still has the same paynent.

Regardi ng access to care what we found is that
beneficiari es have good access to care. |In a survey
conducted by the Ofice of the Inspector General in April of
this year, so six nonths into the new paynent system they
found that nost hospital discharge planners said they were
able to place all of their beneficiaries with honme care
needs. O those hospital discharge planners that coul d not
pl ace all of the beneficiaries, at nost they could not place

between 1 and 5 percent. Very few had problenms w th placing
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nore than 5 percent of the beneficiaries.

These results were essentially the sane as those
found in a simlar survey in 1999 under the IPS. So what we
believe is that access is about as good as it was at | east
under the IPS for context.

MR. FEEZOR: Sharon, was there a tinefrane on the
pl acenent, within three days, within five days?

M5. BEE: Wre able to place. Sone discharge
pl anners did note that for sone beneficiaries with sone
conditions there mght have been a delay. Wen MdPAC
tal ked to hospital discharge planners we found that there
were sonme del ays, but they were getting access to hone
heal th care.

W have a little bit measure of access for you
this year, |I'malso happy to report. In the past we' ve been
| ooki ng at access to care for those beneficiaries who have
been di scharged froma hospital. But in the year 2000, for
exanpl e, we know that 38 percent of the beneficiaries in
home health care did not cone froma hospital or nursing
home, they came straight fromthe community. Wat the
Ofice of the Inspector CGeneral did this year was to try to

get their hands around access fromthe community.
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W think that beneficiaries comng fromthe
community were especially prone, if we were going to have
access problens, to experience those. They' re going to have
fewer resources. They don't have a di scharge planner to
make them aware of resources in their comunity, to explain
the benefit, et cetera. W also think that beneficiaries
comng fromthe conmunity were nore |likely to have chronic
conditions, and we thought that those people who were
experiencing problens or delays were nost |likely those that
had chronic conditions.

What the 1 G found though in trying to talk to a
wi de variety of people that would be working with
beneficiaries comng fromthe community, they spoke with
physi ci ans, aging services representatives, and hone health
agencies. They also did this about six nonths into the PPS.
They found that the strong majority of people they spoke to
said that eligible beneficiaries referred fromthe community
were able to get hone health care.

We believe within our framework, therefore, that
good access to care suggest that paynents are not too | ow
relative to costs. This neasure cannot tell us, however, if

paynents are too high



10

11

12

13

14

15

16

17

18

19

20

21

22

281

The ot her market condition that we have sone
information on is entry and exit. In the home health
i ndustry, we were tal king about whether entry and exit
really tells you very nmuch. In 1997, there were over 10,000
honme heal th agencies in the Medicare program |In the year
2000, there were 7,000. So we had a very rapid rate of exit
fromthe Medicare programfor hone health agencies. From
2000 to 2001 though we went from 7,100 agencies to 6,900
agencies. So the rate of exit has significantly sl owed.

We also found that the rate of entry has changed.
In 1996, right before that ranp-up, we had 1,200 agenci es
enter the program In the year 2001 we had 70. So we're
seeing a decrease in exit, and we're seeing sonme entry but a
significant slowing in the rate of entry as well.

Also to put this nunber in context, what entry and
exit of hone health agencies doesn't tell us is nuch about
capacity. W know there's been nerger and acquisition
activity in the industry, so the nunber of agencies, we
coul d have just a smaller nunber of |arger agencies. It
does tell us about the decision that providers are naking to
enter and exit but it doesn't tell us about capacity.

The fourth piece of information that | have to
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bring you on market conditions is prelimnary evidence on
the use of the benefit. This prelimnary evidence cones
froma private firmthat provides benchmarking analysis to
private profit and not-for-profit hone health agenci es.
They have about 700 clients that are geographically diverse
but are probably | arger and nore sophisticated than the
average Medi care agency. Their database contains over

150, 000 patients. Staff would characterize these findings
as findings as sonewhat better than anecdote, but |ess
reliable than scientifically drawn and anal yzed sanpl e of
cl ai ms and agenci es.

Fromthis prelimnary evidence we find that extra
visits have not been added to avoid | owrevenue epi sodes.
Extra epi sodes don't appear to have been added to increase
revenue. And that the length of stay continues to drop.

M5. BURKE: Just going back to the question
bet ween those two i ssues. The potential consolidation, or
at least the decline in the actual nunmber of honme health
agenci es, can you track at that period of tinme the nunber of
visits or encounters? |Is there any way to | ook at whet her
in fact it's been a consolidation or an actual decline in

access by | ooking at how many visits occurred and how nmany
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peopl e were seen during that period of time? Do you have
any way to |l ook at that data? It's a proxy for the nunber,
but it would give you sonme sense as to whether we had a

radi cal decline in the nunber of people actually being seen.

M5. BEE: Right. W have a decline in the nunber
of users per beneficiary, so we know that fewer -- we have
fewer hone health users per Medicare beneficiary over that
same period of tine.

M5. BURKE: |'mnot sure | understand what a user
is in that context.

DR. REI SCHAUER. What is the period of tinme?

M5. BEE: From 1997 to 2000.

M5. RAPHAEL: You're saying of the 40 mllion or
so beneficiaries, a |lower nunber are using --

M5. BEE: Using hone health.

M5. BURKE: Was the reduction during that period
of tinme consistent with the radical reduction in the nunmber
of providers? Did you see a sharp decline in users during
the sane period of tine you saw a sharp decline in agencies?

M5. BEE: | really hesitate to nake a correlation
where | don't necessarily see a causation. W had a |ot of

ot her changes going on between '97 and '99. Inportantly, we
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had changes in the definition of the benefit. W had the

el imnation of venipuncture as a qualifying service. W had
Operation Restore Trust which we think renpved sone
fraudul ent and abusi ve use.

So we woul d expect the nunber of users to fal
over that tinme, and the nunber of agencies fell at the sane
time. But --

M5. BURKE: No way to connect the two. Ckay,

t hanks.

M5. BEE: That's the kind of data that we have in
hone health. So those are the market factors that we have
to work into our nodel

There are two other issues in home health that fit
into this explicit policy framework. Considering themin
this framework is hel pful because though they relate to
paynent adequacy, they don't necessarily relate to the
rel ati onship of total paynents and costs. The two issues
that | want to discuss are the 15 percent, which hasn't been
i npl enented and relates to the appropri ateness of current
costs in our framework, and the 10 percent add-on paynent
for honme health services in rural areas which has been

i npl enented and is soon to expire and relates to the
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di stribution of costs.

DR. NELSON: My | ask a question? Before you
| eave the market factors, what kind of information do we
have about home health providers who are running a negative
margin but still in business? Because | didn't see that.

For exanple, a large integrated systemthat | know
of, not-for-profit, is staying in the honme heal th business
despite the departure of the university and a for-profit
firm and despite losing $4 million a year on $17 nillion
revenue, because they think it's inportant for sonebody to
provi de home health services. So sone idea of the nunber of
home health entities that are |osing noney, but still init,
before we consider additional cuts |I think is useful
i nformation.

M5. BEE: | don't know that | have the response
that you' re looking for. One of the problens that we have
with the data is that the nbost recent paynent and cost that
we can get for honme health are going to be for 1999, which
is before we even inplenmented the PPS. So | could tell you
the margins in 1999, but that doesn't tell you very nuch
about the margins for the providers that are still in the

system and it doesn't really tell you very nmuch about
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whet her our new paynent systemis adequate, inadequate, too
hi gh, too | ow.

MR MILER denn, this is the third time this

has come up. | think we've got to get rid of that word
current. It's lag or it's old, but it's not current.
nmean, | understand the problens of the surveys, Alice's

guestion and so forth, and everybody's comrents have nade.
But to have three-year-old information and call that current
is just a msnoner. W should point out there's many
reasons why that's the best we have. But to call that
current inplies sonething that it's not. So we can call it
sonet hing el se; three-year-old current data.

But basically what | referred to earlier as the
bl ack box -- | mean, part of the discussion that we heard
this nmorning where there was quite a bit nore of nore heat
in this, whether it was around bl ood or around devices and
so forth, are around people's conjecturing about which way
the vector is going. There's a |ot of difference of opinion
which is high to refine as to whether it's sloped this way
or that way or that way or down that way.

Since we're obviously in an inperfect art where we

have three-year-old data, the survey and sanpling
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nmet hodol ogy which we'd like to have is difficult to

i npl enent, though certainly I amvery nuch in favor of a | ot
of work on that to get the data a little bit nore current

t hrough surveys and sanpling. But both the | oaded word of
adequacy and the word current | just think is a m suse on
three-year-old data, so | would urge us to be careful about
usi ng that.

At the sanme tinme, | understand those ratios are
bei ng used and applied to current paynent nunbers. So a | ot
of the question is, how nmuch has the world changed in those
| ast three years that is different than what the ratio was
in '99? But now l've seen it three tines where | just want
to say | don't like the word current there.

M5. RAPHAEL: denn, can | just comment on this?
First of all, |I think that there may be a slowing in
providers | eaving but there's a change in the distribution
of providers. The providers who are nost likely to have
| eft have been the hospital-based agenci es, because the
prospective paynent system had the greatest effect on them
and they benefited to sonme extent froma cost-based system
for a variety of reasons.

So | think that it is inportant as we | ook at the
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mar ket to understand how providers are shifting. There is
anot her variable that's comng into play which I don't know
how you factor it in but at least it's creating static.

know we have 20 percent nore denmand than | have supply right
now, and | have a lot of elasticity, but it's constrained by
| abor market shortages. So that | think that really is
affecting access. | think you're right, Sharon, that it
doesn't have to do with "paynent adequacy" but it really has
to do with other factors in the narketplace that we just
need to be cogni zant of.

MR. HACKBARTH. There are a host of problens with
the data. Tineliness and whether the surveys are couched
just right and answering the questions we want to answer.
Two reactions to that. One is, this is the world in which
we live. W really don't have any alternative but to make
decisions in the face of great uncertainty. That's not new
as a result of this reconceptualization we're going through
That's the world that we've been in all along. So we have
to be careful not to attach it to these franmeworks.

Second is that there is a default in each of these
cases, and the default is our measure of input price change.

So we're | ooking at these other data to say, is there
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sonmething there that we find sufficiently credible to depart
fromthe default, either up or down? Again, that's not
really any different fromthe old world that we were in
ei t her.

So it's frustrating, and over tine hopefully we'll
get sonme better data on some of these things, but it's
sonmet hing we've got to deal with. [It's not Sharon's fault.

MR. MIULLER: | fully concede that that's the world
we were in before. W're just using new terns now in ways
that | just have sone disconfort with. I'mquite willing to
concede that making these calculations is a difficult
process.

| would al so point out independent of this that no
matter what we say there are other kind of considerations,
such as where they arbitrarily do things where they |lop off
per cent ages or define what productivity is and so forth. So
there's a ot of subjectivity that cones in the process at
the end. |1'mjust saying we shouldn't have fal se precision
in a process that has as many difficulties as this has.

DR. ROSS: That's in part why we presented that
cone earlier which is, these boxes you' ve seen up here that

say the word current are sort of the wish list and then
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there's the reality.

MR. HACKBARTH. What we bring to this whole
process is that hopefully we will probe and search and push
trying to find the best possible information to make what is
a very difficult decision. There nmay be other participants
in the process who don't have the tine, the resources, the
inclination to do that, so persist we nust.

MR. MIULLER: Could | make just one |ast point on
this? Gven the discussion we've had in this and sone ot her
sessions as well about the under-funding of CVM5 and so
forth, and what mght be, | don't want to call it a trivial
amount of noney, but the |esser anmount of noney it m ght
cost to invest in some of these processes, when you think
about the debates we have here, whether it should be one
whol e percentage point of update is billions of dollars.

For far less than billions of dollars one could deal with
sone of these issues.

Therefore, this is just one nore exanple of when
one is dealing with three-year-old data and all the kinds of
difficulties one has in updating that and so forth, sone
investnment in the appropriate funding of CVM5 and ot her

government al agencies, whether it's this nmorning' s
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di scussion of quality and putting noney -- obviously there's
been sone noney put into AHRQin the |ast year or so. But
this does beg for a little bit nore current information, and
| think sone of this would be fruitful for us to be | think
alittle bit, at the right time, a little nore vociferous on
that. Ohers could help us on sonme of these other kinds of

i ssues as wel | .

M5. BEE: W did actually, in June of this year,
al so make one recommendation that speaks to that. For hone
health cost reports we suggested that CMS be given the
resources to do a sanple of cost reports. So that m ght --
rather than waiting to pull all the information together,
audit it and give us sonething that we can use, to nmaybe
decrease the tinme a bit.

MR. HACKBARTH: | woul d wel come sone di scussion of
whet her we ought to include in this report where we talk
about this new approach saying, by category, here's a
speci fic recommendati on on what sort of data that we think
ought to replace the flawed data that we've got. The nore
specific, the nore concrete we could be in a reconmendati on
request about that, the happier | would be.

The one thing that | hate is just sitting here
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| amenting the fact that the data are poor. |If we've got an
i dea about what we need, let's articulate it and argue for
it.

DR. NELSON: W keep griping because all we've got
is clains data or data that CV5 has. Wat |I'msaying is a
random sanpl e of well-run agencies and 20 tel ephone calls
aski ng them whether they're |osing noney and how nuch, what
their last year's filings look like. | made that kind of a
phone call. And it's true that it's an anecdote, but if |
call a well-run outfit and find out that they're losing a
dollar on every four in revenue, that neans sonething to ne.

DR. ROSS: Just one thing on surveys because we
actual ly have over the past couple years undertaken a nunber
of different efforts. It's not just a matter of giving a
couple hundred mllion or a billion dollars to CM5. It's
getting people out there in the private sector, and then to
respond both appropriately and accurately and being willing
to do so. There are so many surveys floating around out
there now that the willingness to participate on a voluntary
basis, and the likelihood that you're going to get the
accurate information that you want with no noney attached to

it, they're both pretty | ow.
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There's a system c problemhere, that | agree with
Ral ph, that it would be nice to address. But it's not just
do nore surveys, because we've been trying that and that
doesn't work.

MR. HACKBARTH: Sorry, Sharon, we got off on a bit
of a tangent.

M5. BEE: The good news is that we have two
decisions at least, or points in our franework, that if we
choose to weigh in on them probably require | ess than | aser
precision. The first one is the so-called 15 percent cut.
This cut was originally legislated as a contingency in the
Bal anced Budget Act of 1997. |In that environment of high
and increasi ng home health spending, the costs were judged
to be too high.

So the BBA set forth an outline for I PS and PPS
and had a contingency that if the PPS for home health was
not inplenented by Cctober of 2000 then the cost linmts of
the interimpaynent system would be | owered by 15 percent.
Wen the PPS seened to be running on schedul e, the
| egi slation was nodified. The PPS rates would be set so
that the new system would not only be budget neutral to IPS

but al so incorporated what we woul d have saved fromthe 15
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percent trim That new version of the reduction was then
post poned. So then what we have is currently schedul ed for
Oct ober 2002.

The key to understanding this 15 percent cut is
the baseline. |If inplenmented, the law would not require a
15 percent cut in current spending. Instead it seeks to set
spendi ng now equal to what it would have reached had the |IPS
limts been reduced 15 percent. The winkle is that that
hypot hetical |evel would be a projection, and the anal ysts
at CM5 know that if IPS rates were cut 15 percent it would
not result in 15 percent |ess spending. The providers would
respond to the reduction in rates presunmably by increasing
vol une.

So what I'd like to do is just put a quick sketch.
This is intended to illustrate the effect of inplenenting
the 15 percent cut. The top line is spending under the IPS.
Since the PPS is set budget neutral to that, that's also the
PPS spendi ng.

DR NEWHOUSE: What's our basis for this estinmate?

M5. BEE: This is an estimate. It's just a
sketch. | do not presune to attach any nunbers to the

spendi ng |ine.
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DR. NEWHOUSE: So you don't rule out that the

nunmber coul d be zero.

M5. BEE: The spendi ng?

DR NEWHOUSE: No, the offset effect.

M5. BEE: That's absolutely possible.

MR. MIULLER: So why would you do that?

MS. BEE: Because we believe that that's howit's
going to be nodel ed by CMs.

MR. MJULLER: In the absence of data?

M5. BEE: CMS is required to conpute the spending
| evel that we woul d have reached had we inplenented the 15
percent reduction in the IPSlimts based on the nost recent
avai |l abl e cost report data.

DR. NEWHOUSE: But the only nechani smfor doing
this is to have additional |ow cost episodes, and there's
incentives to do that as it is. 1In fact quite strong
incentives. So I'mnot quite clear why we think the hone
heal th agency woul d suddenly tunble to this idea if we
i npl enented a 6 percent cut.

But et me ask a question. WII| we have nunbers
when we face this decision simlar to what Kevin showed us

on input prices? It seens to ne that would be hel pful.
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M5. BEE: CMS will try to produce this nunber as

soon as they have the 1999 cost report data to nodel it on.

DR NEWHOUSE: No, not 1999. Don't we have an
i nput price index for home health agencies that we can nake
nore current than 19997

MS. BEE: W have a market basket for home health.

DR. ROSS: But the bundl e changed since 1999. W
went to a 60-day episode. That's the new --

DR. NEWHOUSE: No, |'mnot tal king about what we
paid. [|I'mtalking about getting an input price index.

DR. ROSS: |I'mnot sure where you're going with
this, but we have a market basket.

M5. BEE: | didn't nean to divert the discussion.
The purpose of presenting the sketch was nerely to
illustrate that though this policy is called the 15 percent
cut, its real effect is probably between 6 and 8 percent
decrease in the PPS base rate.

M5. RAPHAEL: Wen we have to nmake this decision,
how do you see us goi ng about determ ni ng whet her or not
this is a good nove or a terrible nove?

M5. BEE: What | woul d suggest is that since the

initial conception of the 15 percent cut was made, which was
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based on the assunption that costs were not appropriate.
They were based on the assunption that costs were too high.
Since the conception of the reduction spending for hone
heal th has dropped considerably. The ratio of users to
beneficiaries has dropped, and the anmpbunt of use per user
has fallen as well.

Al so, the incentives of the system have changed.
Under the cost-based system agencies had an incentive to
provide nore visits to increase their revenue. That system
probably generated nore costs than were strictly
appropriate. Under the current system providers have the
incentive to provide the | owest efficient nunber of visits
per epi sode.

DR. NEWHOUSE: How did efficient sneak in there?
How do we know it's just not | owest?

M5. BEE: W are neasuring their outcones, so we
have a neans by which we hope to be able to detect stinting.

M5. RAPHAEL: \Who are we? Who is neasuring their
out cones?

M5. BEE: CMS.

M5. RAPHAEL: | don't think so. | nean, they're

getting a lot of data, but | think the fact that they're a
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repository for huge data dunps doesn't nmean that they're
real |y measuring outcones.
MR. MULLER I n many ways they're just satisfied

with the fact that use went down, right? They achieved

their aim
M5. BEE: In |arge part.
MR. MIULLER  So that's the outcone they wanted.
DR. NEWHOUSE: The they here was the Congress.
MS. BEE: Right, we have a couple of they's.
MR. HACKBARTH. | think we're at the point of
di m nishing returns on this. Inportant issues are being

rai sed right now but they're not issues that we need to
resolve right now So what 1'd like to do is nove as

qui ckly as possible to the end of honme health so we can get
SNFs in before we wap it up for today.

M5. BEE: Another immnent policy issue is the 10
percent paynent add-on for rural home health services. In
t he paynent adequacy framework this fits in as a
di stributional issue. The Conmm ssion considered rural honme
health in some depth in June. This too is inmnent but not
imediate. It is scheduled to expire April 2003.

We have no evidence on this question either to



10

11

12

13

14

15

16

17

18

19

20

21

22

299

suggest that rural hone health agencies are being affected
differently by the PPS. W have sone reasons to suspect
that they mght be. That's how that issue would fit into
t he paynment adequacy franework.

Staff seeks the Conm ssion's input on several
aspects of the home health naterial fromthis neeting. |Is
the informati on we've provided hel pful to make an assessnent
of paynment adequacy? We would wel cone any reactions --
we've had quite a few -- on the two interimquestions.

Finally, we bring your attention to the OASI S
materials in your packet. W've outlined sone ideas for
devel opi ng recomendations. Staff at this point wi shes to
ask the conmm ssioners, do you wish to consider the issue? |
bel i eve we could contribute to the debate on OASIS with a
recomrendati on to decrease two of the dinmensions of effort
in data collection. So we ask you at this point, would you
like to see reconmendations on OASIS that are nore specific
than the principle we recomended in June on data collection
nore general ly?

DR. ROSS: How about | propose, if there's a |ot
of interest you send ne an e-mail and we'll bring you

sonet hing i n Decenber?
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MR. HACKBARTH. |s that okay? | just don't want

to open a whol e new subject matter right now.

Thanks for bearing with us, Sharon.

Debor ah?

M5. WALTER: This presentation will apply MedPAC s
policy framework to address paynent adequacy for SNF
servi ces.

The first step is measuring current Medicare
paynments and costs in order to docunment where we are at the
begi nning of the process. W're going to use fiscal year
'99 margin data to provide us with this information. W
will then to the relationship of paynents to costs, and
today I'mgoing to focus on two narket factors including
beneficiary access to care, and entry and exit of providers
to hopefully provide sone clue as to whether the paynents
are appropriate relative to costs.

The backdrop of our discussion today really needs
to be considered in the context of sone fairly significant
but tenporary increases to SNF federal paynent rates. |
shoul d note here that these increases are in addition to the
SNFs annual paynent update.

Since a SNF PPS was inplenented in July of '98 the
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Congress has tenporarily increased SNF paynent rates in
response to provider concerns, and collectively these
increases are going to rai se Medicare paynents by about 28
percent, or about $2.5 billion. You can see themup on the
screen. | won't go through them but it is inportant to
note that the first two increases that you see there are
schedul ed to be discontinued by the end of fiscal year 2002.
The Medicare margin is an inportant measure on the
adequacy of Medicare paynents to SNFs. This margi n conpares
t he paynents received from Medicare for SNF services with
t he Medicare costs for these services. | think in setting
up this discussion here it's inportant to rem nd oursel ves
that first what you see on the screen, these Medicare
mar gi ns do not reflect the paynent add-ons that | just
t al ked about.
And second, that the Medicare margin presented
here only includes freestanding facilities. You'll recal
in our 2001 March report that we | ooked at hospital -based
mar gi ns and we saw that after declining for several years,
in 1999 the hospital -based margi ns reached an all-tinme | ow
of negative 51 percent. By way of context, in this slide we

see that Medicare margins for freestanding SNFs in 1999 was
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9 percent. In the prior year to PPS the freestandi ng SNF
margi n was negative 2.4 percent rising to 0.3 percent in
'98, which was the first year of PPS.

| think that there are a few points that need to
be addressed to better interpret what this may nmean. That
approxi mately these nunbers that you're seeing here, one-
guarter of the freestanding SNFs in our sanple were subject
to PPS in July while the remaining 75 percent of SNFs did
not come under PPS until January or later in '99. This
surely contributes to the difference between those '98 and
'99 figures.

Also that the "99 margin reflects the 75/25
percent blend of a facility-specific rate which reflects the
individual facility's historical cost experience and the
federal rate. This has inplications for the work yet to be
done and | will address this nore at the end of the
present ati on.

| wanted to bring your attention to the urban and
the rural nmargins. As you can see, they have steadily
i ncreased over time, reaching their highest level in '99 at
9.5 percent and 6.6 percent, respectively. As with

hospital s, urban SNFs had consistently higher Medicare



10

11

12

13

14

15

16

17

18

19

20

21

22

303

mar gi ns than those rural SNFs, nost |ikely due to the nore
expensi ve therapy services and other higher-priced services,
conbined with | ess availability for these services in the
nore renote areas.

Again, | think that | want to bring your attention
to areally striking difference between, or anong the not-
for-profit, the profit, and the governnent SNFs.

Gover nrent - owned SNFs have had consistently | ower margins
conpared to the other two facility types between '96 and
' 99,

| think that it's equally notable that nore than
11 percentage point difference in the '99 margin between the
not-for-profit facilities and for-profit facilities. You
can see the difference in '99 of 0.3 versus al nost 12
percent. A larger ratio of staff to patients in not-for-
profit facilities conpared to the for-profit facilities
Iikely account for this disparity.

DR. NEWHOUSE: What went on with the governnents?
They just tanked in '99.

M5. WALTER: They did. The best we can figure is
t hey' ve al ways been less efficient. Certainly before PPS

they were at |east getting sonme of those costs recovered
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because there were sonme exceptions, obviously, to the
routine cost Iimt. They just, frankly, take the patients
t hat absol utely nobody el se wants. So under PPS we believe
that they just -- they're just suffering.

DR. NEWHOUSE: It's inportant to try to
di stingui sh those expl anati ons.

M5. RAPHAEL: Can you give us the percentages
al so? Wat percent of the SNFs are governnent ?

M5. WALTER It's in the paper. Government is a

very small percentage. It's like 210 facilities out of
14,000. These are the very old buildings that -- these are
just like the old, old nursing hones that were in -- and

Carol may be able to --

M5. BURKE: Are they county and state run
primrily?

M5. RAPHAEL: They're county run

M5. WALTER:  All | knowis that they're just the
ones that take the patients that nobody else is going to
take. That's my understanding. And they've al ways been
very inefficient.

MR. MIULLER  Sone of the old nental hospitals

woul d be classified as | CFs.
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DR. NEWHOUSE: These are Medi care.

M5. WALTER:  Yes, these would not include the
| CFMRs.

As the PPS nmargins rose, you can see that the
nunber of freestanding SNFs with negative margins fell each
year from'97 through '99. But even in '99 we see that one
in three SNFs | ost noney on Medicare SNF services. Although
it's not shown on this slide, three-quarters of governnent
SNFs, half of not-for-profits, and 39 percent of for-profits
had negative margins. And a little over one-third of both
the urban and rural SNFs simlarly showed negative margins.

To assess whether the paynents are appropriate
relative to costs we al so exani ned beneficiary access to SNF
care, and provider entry and exit. Wth respect to the
access issue, a series of early studies conpleted before the
tenporary increases did not find any w despread access
probl enms to SNFs.

A nore recent study reexamning this issue after
the increases in BBRA went into effect but well before the
16. 6 percent increase in the nursing conmponent base went
into effect, has simlarly concluded that nost Medicare

beneficiaries have access to SNFs, although sel ect groups of
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patients with certain nedical conditions or service needs
continue to experience delayed entry into SNFs. These
groups include patients who need IV antibiotics or expensive
drugs, the ventil ator-dependent patients, or those who
require dialysis.

But | do want to add that when MedPAC | ooked at a
| ot of these different kinds of patient groups with the
ot her conditions that were noted in the O G and the GAO
reports, we found that each of these really difficult,
nmedi cal |y conpl ex kinds of patients, each accounted for |ess
than 1 percent of all SNF beneficiaries between '95 and ' 99.
So in essence we're tal king about a very small percentage.

Wth respect to provider entry and exit, follow ng
a large increase between '95 and '98, which again was the
first year of PPS, the nunmber of SNFs decreased between ' 98
and 2001. Most notable is the 19 percent decline, or 411
facilities in the hospital -based SNFs since '98 conpared to
the 1 percent increase, or 131 facilities in the
freestanding SNFs during the sanme tinme period. W see that
the |l argest drop occurred for those SNFs serving only
Medi care patients; negative 32 percent in the case of

hospi tal -based facilities and negative 6 percent in
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freestanding facilities.

Based on the evidence presented today, we believe
that paynents will significantly exceed costs for
freestandi ng SNFs bet ween 2000 and 2002 resulting fromthe
tenporary | egislative add-ons. W al so believe that
beneficiary access to care is not in jeopardy, nor does
provider exit fromthe Medicare programseemto an issue for
t he freestandi ng SNFs.

Now on the hospital -based SNFs the story is quite
different. The decrease in the nunber of hospital-based
facilities conmbined with the previously reported negative 51
percent margin | think is just so nmuch nore difficult to
interpret. W know that certainly some of what we're seeing
has resulted fromcost shifting and there was sone
advant ages -- that the hospitals were taking advantage of
t hat cost-based system

W al so know that hospital -based have a different
staff mx; certainly nore nurses, resulting in higher costs.
Then there's the issue of the cost of the staff. Hospitals,
nost |ikely, cannot pay nurses in a SNF differently than
they can pay in a hospital, and they can't have different

benefits either. Al of these are contributing, we believe,
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obviously, to that |ower nargin.

We al so know from our previous work that hospital-
based SNFs serve a much nore clinically acute popul ation
than do freestanding SNFs. As you recall in our March 2001
report, MedPAC found that the hospital -based case m x was 11
poi nts higher than in freestanding SNFs. | guess | also
have to say here that | think that sone of what we're seeing
are differences, and sone of the differences sinply are that
the RUG nay just not be accounting for the differences in
t he case m x.

A new cl assification may sol ve sone of these
problens, but it will not be until 2006 at the earliest.

The question is whether Medicare wants to pay for the higher
costs in hospital -based SNFs until there is a new
classification system assumng that there nay be one.

O herwi se, nore hospital -based SNFs nay be getting out of

t he Medi care busi ness.

Thi s becones particularly inportant given that the
SNF paynents relative to costs will increase dramatically
for fiscal year 2001 and 2002 due to these tenporary add-
ons. But once these add-ons expire, at |least those two in

fiscal year 2002, it will drop the paynents back down so
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that we believe that by 2003 the paynments are going to | ook
much |i ke what we've been seeing for '99.

So thinking within the context of our policy
nodel , the inplications based on the evidence presented thus
far rai ses sonme potential policy questions that the
Comm ssi on shoul d begin thinking about. Cbviously it's
difficult to respond to these questions until additional
data are presented in Decenber but | think that we can begin
to ask ourselves, should the tenporary paynment add-ons
enacted in BBRA and BI PA be allowed to sunset, or should
t hey be phased out nore gradually? Should the freestanding
and hospital -based SNFs have a different base, or is market
adj ust mrent needed?

Now as | indicated early in my presentation, the
1999 margin reflects the 75/ 25 percent blend of the
facility-specific and the federal rate. 1t could be argued
that as nore SNF providers are subject to the full federa
rate the Medicare margin may | ook quite different. So in
Decenber what we propose is to present the data which node
paynents and costs based on the sane sanple using solely
fiscal year '99 federal rates.

Additionally, we are proposing to nodel the 20
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percent and the 6.7 percent increase to the fiscal year '99
rates to determ ne the potential inpact on provider margins
as the first two add-ons sunset in 2003, or at the end of
fiscal year 2002. Staff will also continue to assess the
financi al performance of SNFs by conparing costs anong SNFs
that have exited the programw th the SNFs that have not.
And finally, we'll update data -- hopefully we'll have the
data available to update you with on fiscal year 2000 on the
spendi ng and beneficiary use.

MR. HACKBARTH: Thank you, Deborah. G ven the
|ate hour what 1'd like to do is defer any discussion of the
issues right now W wll take this up again in Decenber
hopefully with a little bit nore information than we have
ri ght now.

So what 1'd like to do is go ahead and nove on to
the public comrent period. | apologize, Deborah, for being
at the end of a long, |ong queue.

M5. WALTER: That's fine. The only question that
| really -- if I may ask, is that in ternms of the potenti al
policy questions that we're posing, does the Conmi ssion
generally think that we're going -- those are the right

ki nds of questions to ask? Wth a nod, |I'm happy and wil |
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wal k away.

MR, HACKBARTH. Yes, | thought you did a good job.

DR, REI SCHAUER. On the next steps, if we think
it's appropriate to continue -- nore noney i s necessary to
conti nue what we've been doing in the past, or is there a
better way to allocate this slug of noney that would be nore
efficient or better? | would just add that as one of the
al ternatives

MR. FEEZOR: The other thing that | think is so
very, very critical in the SNFs is not just the general
capacity but back to where Alice was tal king about, where
that capacity is will be very, very inportant. That wasn't
i medi ately evident in the data but | think we need to keep
that in mnd as we evaluate sone of the other policy
opti ons.

M5. WALTER: Capacity in what way?

MR FEEZOR: \Were it's located. Distribution, if
you will.

MR. HACKBARTH. Thank you. Public conments?

MR. ELLSWORTH. My nanme is Brian Ellsworth. |'m
with the Anerican Hospital Association. Recognizing the

| at eness of the hour, | will be extremely brief. Just sone
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conment s about the SNF.

| believe from MedPAC data from | ast year that
hospi tal - based margins for SNFs in 1999 was sonething |ike
m nus 51 percent. |It's really an astoundingly |arge nunber.
As we phase into full PPS that would get worse because of
that, and then the add-ons offset that only to a parti al
degr ee.

| guess there's two coments | would nake in
evaluating this data. One is with respect to case mx, is
recogni zing that the RUG systemis in fact an inperfect
nmeasure of nedical conplexity. The weights are very
conpressed. So the data that was presented that the case
m x difference is 11 percent, it's actually probably
significantly higher than that between -- the difference
bet ween a hospital -based facilities case mx and all SNFs,
because the weights that you're neasuring with are very
conpr essed.

The evidence | would point to on that is the
refinement proposal that CMS nade | ast year where they
proposed refinenments to the systemthat were significantly
nore stretched out than the current weights are. So you've

got an inperfect nmeasure of case mx there, which is one
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thing to factor in.

The other, in terns of |ooking at cost, is the
| ength of stay, the average Medicare length of stay for a
hospi tal -based SNF is about 15 days. The average overal
l ength of stay for all Medicare SNFs is about 30 days. So
just as a very crude neasure of outcone, for a nore
medi cal | y conpl ex casel oad we are achieving at |east the
out cone of discharge in half the time. That presumably
mtigates our ability to spread fixed costs, and it's al so
presumably due to the increased nedical presence that
Debor ah al | uded to.

So | just throw that out there as an additi onal
factor to eval uate when you're | ooking at a per diem system
recogni zing that the overall costs on looking at it on an
epi sode basis, that high per-day costs may be a bargain if
you are achieving the outcone in half the amount of tine.

Thank you.

MR. CANDER MW nane is Mark Cander. |I'mwth the
Ameri can Speech, Language, Hearing Association. W
represent speech | anguage pathol ogi sts and audi ol ogi sts. W
t hought that the Conm ssion should just know about sonet hi ng

t hat happened regardi ng outpatient prospective paynent and
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cochl ear inpl ants.

Cochl ear inplants are sonething inserted inside
the ear which the profoundly deaf persons cannot have any
correction to their hearing except through this kind of
mechanism It's just curious that HCFA in the begi nning of
2001 established the cochl ear device as a pass-through
device, but then later on in the proposed regul ations that
came out the end of the sumer decided it was not a pass-

t hrough devi ce.

The dol Il ar anpbunt that the Rand Corporation has
deternmned is an average paynment by hospitals is just under
$21,000. The surgical cost for -- I'Il just reference this
as APC 259. The surgical cost by CPT code, about $5, 500.
The total anmpbunt that was proposed for 2002 is $15, 500
total. So you can see that there's about a $10, 000
shortfall.

W know t hat hospitals that do the cochl ear
i npl ant often decide that they want to do it because it's
prestigious to do it, it helps the community, but they know
they're | osing noney every tinme they do the procedure.
There have been hospitals recently that have dropped out and

are not performng this any nore. So | just wanted to bring



10

11

12

13

14

15

16

17

18

19

20

21

22

315

that to your attention.

M5. JOHNSON:. My nanme is Pam Johnson. [I'mwth
the American Society of Cataract and Refractive Surgery.
|'"d |like to corment regardi ng physician services regarding
problenms with using the 1999 data as a reference point for
| ooki ng at access to care. For physicians who saw a
reduction in reinbursenent for services due to the
i npl enentation of the practice expense RVUs, 1999 represents
only 25 percent of the new RVUs. Specifically for cataract
surgeons this was a 28 percent decrease.

Al so regardi ng access to care, we're seeing nany
of our menbers, surgeons shifting their practice, going
primarily fromcataract surgery to refractive surgery since
they have that option. So that's another area where we're
seeing problens with access to care.

MR. MAY: Don May fromthe Anerican Hospita
Associ ation. Appreciate the chance to comment at such a
late hour. | just have three points.

First on blood, just a couple clarifications on
the data that we gave to MedPAC staff. This is one of those
t hi ngs where the averages seemto nmask a |ot of what's

underlying in the data. There are a couple issues. One is
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our survey tried to capture information on the cal endar
year, which spread the inpact of the decision of the
American Red Cross to increase prices on July 1st only on
hal f of the year. But renenber, beginning with the federa
fiscal year beginning in October that full increase goes
through all of fiscal year 2002. So rather than being nore
like a 20 or 26 percent increase, it really is nore
reflective of that 35 percent increase that we hear
hospital s tal king about quite often.

The other thing about that is, for those hospitals
that were previously not purchasing blood that was | eukocyte
reduced, they not only saw a price increase in the price of
| euko-reduced bl ood. They had to go from buyi ng non-| euko-
reduced bl ood to buying a much hi gher product of | euko-
reduced blood. So for them it was not just a 35 percent
increase, it was an increase in the total product they had
to buy.

Lastly, | know Dr. Loop tal ked an awful | ot about
how this affects a major trauna center and surgery -- a
hospital that does a |lot of surgeries. But we've heard a
great deal fromrural hospitals as well who are really

faci ng trenmendous pressures from bl ood costs, even though



10

11

12

13

14

15

16

17

18

19

20

21

22

317

they' re just your typical rural hospital doing what rural
hospital s do, and not doing those nmgjor traumas and
surgeries of the major teaching hospitals. So on that note,
| just wanted to clarify our survey.

On out patient, hope you all got a copy of the
letter that we distributed. It's a very inportant issue to
us and we appreciate you taking a | ook at the outpatient PPS
system and eval uating it.

The last note is on the paynent adequacy
di scussion. Again would caution |ooking at a target range
margin. That target margin in aggregate, as if the whole
country was one big hospitals, masks a | ot of underlying
di fferences and problens. W've got 34, | believe -- nore
than 30 percent of hospitals |osing noney on inpatient PPS
for Medicare. W've got nore than a third of hospitals
losing noney in total. And we've got 60 percent of
hospital s approxi mately | osing noney on all their Medicare
servi ces.

So | ooking at an aggregate nmargi ns for hospital
that is positive really masks a | ot of that underlying
i nadequacy of paynment. W all know that there's |ots of

ways that you can get a positive margin. Mny hospitals are
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efficient and they run at an efficient |level and get a
positive margin. But there are also hospitals who really
feel the paynment constraints that different paynent cuts
under the BBA or private payer and nanaged care put on
hospitals.

There are other ways of getting a positive nmargin
that aren't so healthy that hospital managers often fee
they have to do to nmaintain their sustainability. But that
does not allow themto engage in -- and inprove their plant
and inprove their operations with capital investnent.

The last thing -- and | think the discussion today
on bl ood and on the outpatient pass-through, the whole issue
of technol ogy, really brings out the inportance of talking
and continuing to | ook at science and technol ogi cal
advances. And not just when we can identify that there's
going to be a huge increase. Everything adds up. The
i mpact of blood, even if it is only 0.1 on the nmarket basket.
You' ve got that plus you' ve got new devices, and you've
ot her drugs, and you've got workforce shortages.

Al'l of those conbined add a | ot of costs that
aren't captured in the update. | fear that going to a

paynent adequacy nodel that doesn't maintain that, and that
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automatically assunes that these things will be offset by
productivity, really msses a lot of the pressure that
hospitals are under today. So would just ask you to
consider that as you go into Decenber and start talking
about the update for hospitals.

Agai n, appreciate the opportunity to conment
today. Thank you.

MS. MCELRATH: |'m Sharon McElrath with the AVA
| just want to underscore sonething that Pam said about the
fact that there have been a | ot of changes in the physician
paynent system since 1999, and that's not necessarily a good
year to start |ooking at the data.

The other thing is, as Alice nmentioned, it wll
have affected different specialties differently, so you
really need to get below the aggregate |evel.

Also it has affected different areas differently.
| know, for instance, that the nunbers from Col orado -- when
you' re |l ooking at the '99 data that Kevin was tal ki ng about
Col orado | ooks pretty good. It looks |ike they are way
above the national average in ternms of the nunber of
physi ci ans per thousand beneficiaries. But when you read

t he newspapers, there are lots of stories about problens in
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Denver, and people who have been out there think that they
are real. So there's sonething el se going on there.

One other point. Wen you're tal king about entry
-- | agree with the point that was made that it's harder for
a physician to exit. Wen you're tal king about entry, |
think you need to think about a lag tinme possibly, because
the training pipeline is there. You' ve got these people who
are coming out. They have to go somewhere.

On the MElI, certainly we'd be very happy to have
you | ook at the productivity factor. W believe that does
need to be changed. There nay be sone other things that you
m ght want to | ook at.

Getting into the whol e technol ogy argunent that

peopl e had here today, we think that one of the things that

is -- and we don't have enough data ourselves to know how
much it contributed, but the way that -- in the SGR and in
the MEI, it's not clear that new drugs are actually ever

recogni zed in there. Certainly in the SGRit all goes into
a pool called other and it is given the sane increase as the
| ab fees, which was zero. W know that a |arge part of the
increase in expenditures in 2000 had to do with a | ot of new

chenot herapy drugs, many of which were introduced since
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1998.

So it's not sinply this business about the AW and
whether it's price. It's actually an increase in use in
things that are going over and being used in different kinds
of cancers. It's not clear to us that that's picked up
anywhere in our system

MR. HACKBARTH: Ckay. Thank you all. W'l
reconvene at 9:00 tonorrow.

[ Wher eupon, at 6:15 p.m, the neeting was
recessed, to reconvene at 9:00 a.m, Friday, Novenber 16,

2001. ]
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PROCEEDI NGS

MR. HACKBARTH. Wbul d everyone pl ease take their
seat s?

DR. KAPLAN: Good norning. In BIPA the Congress
mandat ed t hat MedPAC study beneficiaries' access to hospice.
The mandate | anguage is on the screen and in your handouts.
As you can see, the Congress is particularly interested in
short stays and differences in rural and urban
beneficiaries' access to hospice. W contracted with Chris
Hogan and with Jay Mahoney to research these issues. After
they present their findings and you' ve had an opportunity to
di scuss themwith themKevin and I wll return to discuss
next steps with you.

DR. HAYES: First we'll have a presentation by
Chris Hogan on access to hospice care in rural areas. Many
of you now Chris already. He was an anal yst at PPRC and
| ater at MedPAC. He's now the president of Direct Research,
LLC

DR. HOGAN. | used to work for this organization
and one of its predecessors for nany years and now |I'm an
I ndependent consultant. |[|'man econom st, and |'mgoing to

tal k about a short study that |I did on your behalf on access
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to hospi ce care.

First 1'mgoing to tell you why I'msitting here,
and how | cane to be producing this report on your behalf.
Then 1'm going to tal k about some recent trends in hospice
to try and capture the growth and change in the hospice
industry in the 1990s. Next I'll look at short hospice
stays using about 600 hospi ce-using decedents fromthe
Medi care current beneficiary survey. So it's a small sanple
but it's the best | could do with the available data. |'l]I
| ook at urban-rural differences, geographically-based
di fferences in hospice use and then I'll give you sone
concl usi ons.

In terns of the background, this report is really
a spinoff froman AHRQ grant that was nade to the then-
CGeorge Washi ngton University Center to Inprove Care of the
Dyi ng, now the Rand Center to Inprove Care of the Dying. W
brokered a deal: that we would get access to your data, to
keep costs down, and you would get two reports. You got the
| ast report fromus last year and it was a profile of cost
and use for Medicare decedents.

This year when we consulted with your staff, what

you wanted nost was an early | ook at ways to go about
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neeti ng your mandate for this BIPA report to | ook at hospice
access. And the way | read that mandate, the nandate
specifically asked you to | ook at urban-rural differentials,
short stays, and differences in use by the diagnosis of the
patient. So that's why |I'm here.

Let ne go on and do recent trends. Here in one
slide I'"ve tried to condense the hospice industry to a
handful of nunbers. Mst of these nunbers canme from an
excell ent GAO report that canme out in 2000 that profiled the
hospi ce use in the Medicare program and | ooked specifically
at the short stay issue. There's only one nunber on this
slide that isn't fromthe GAO report and that's the nunber
came up with for nursing hones, but the rest of it is
basically public use information.

The nunber of hospice users in the Medicare
program nore than doubl ed over this period and the use rate
went fromless than 9 percent of decedents to nore than 20
percent or about 20 percent of decedents between '92 and
'98; trenmendous growmh. There was a substantial diffusion
of hospice out into rural areas. So that at the start of
the period rural rates were a little nore than half of urban

rates, and by the end of the period rural rates were up to
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t hree-quarters of urban rates.

So to the extent that there was a particular rural
probl emwi th access to hospice care, | guess the good news
isit's better nowthan it was because the rural rates are
closer to the urban rates now.

The case m x changed substantially over this
period. So at the start of the period 77 percent of hospice
patients were cancer patients. That's the traditional base
for hospice users. And by the end of the period it was
trendi ng down toward 50/50, cancer and non-cancer. That
change in case mx is going to come up again in the
di scussi on of short stays.

Going hand in hand with that change in case m X
has been the phenonenal growth of hospice in nursing hones.
| have little tilde signs in front of nmy nunmbers that are 15
percent early in the period, 35 percent later in the period,
because | |ooked at a variety of sources and there's sone
uncertainty as to exactly what fraction of hospice users are
in nursing homes. But there's no uncertainty anong any of
the sources | | ooked at that it's the fastest grow ng
segment of the hospice industry.

You should be aware that this raised sone eyebrows
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at the Ofice of Inspector General in the md-1990s. They
didn't Iike sone of the contracting arrangenents and they
poi nted out that as far as they could tell it was
substantially cheaper for hospices to serve patients in
nursing homes than to serve patients in their own hones. |
think that's a finding that nakes a | ot of sense. Certainly
the travel costs are lower. They found that the service
| evel s were lower for nursing home patients. So it raised
sone eyebrows, but there was no action on the OG s part.
They just raised sone questions.

Finally, this is the key issue for the industry I
t hi nk, short stays have increased dramatically. The
roundi ng error on ny chart hides it, but roughly speaking,
t he nunber of short stays has increased by al nost half
bet ween 1992 and 1998. Short stays here are arbitrarily
defined as stays less than a week. It's still a trivial
fraction of all the days but it's, apparently, a pretty
substantial cost burden for hospices because they have to go
through all of the burden of enrolling the person, then al
t he burden of disenrolling them so to speak.

So that's ny capsule summary of the trends in the

hospi ce industry for the 1990s.
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Let ne give you the broader perspective on the
entire Medicare fee-for-service program Probably the nost
interesting finding, it's alnost a byproduct of this report,
was to say, that's great. W have hospices and they're
treating an increasing share of the Mdicare decedents.
What ' s happened to site of death in the fee-for-service as a
whol e?

To generate this table | took a relatively smal
sanpl e of beneficiaries and broke theminto people who died
from cancer and died fromother causes, and then broke their
sites of death into three pieces. |If you died in a hospice,
| called you a hospice site of death, regardl ess of your
actual physical location of death. And if you died outside
the hospice | went and | ooked at the Medicare bills and
found all the people who died in inpatient settings, which
defined as hospitals and skilled nursing facilities, because
there's a lot of fungibility in the site of death there, and
peopl e who di ed el sewhere.

The interesting finding formthis chart is that
whi | e hospi ce has grown substantially, the site of death for
Medi care beneficiaries hasn't really changed very nuch at

all. In fact it's changed only mninmally. This has
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inplications basically for every study you' ve ever seen of
the cost savings from hospi ce, because hospi ce cost savi ngs
are based on the assunption that if you didn't have hospice
t here people would be dying in the hospital. These results
seemto suggest that, no, to the contrary, that people who
are attracted to the hospice appear to be the people who
woul dn't have died in the hospital anyway.

The bottomline here is that despite the
tremendous growth, for exanple, in the fraction of cancer
cases from 37 percent to 51 percent in hospice, in fact the
nunber, the fraction of beneficiaries, cancer decedents
dying in the hospital only dropped by 4 percent. And on the
non- cancer side, despite a 6 percent increase in the
fraction of non-cancer decedents in hospice there's been
essentially no change in the fraction of non-cancer
decedents dying in the hospital.

So that's just an interesting caveat. |If you're
going to nmake your decisions in the context of, we all know
hospi ce saves us noney because, this is an interesting
caveat to the existing studies of hospice cost savings.

DR RONE: Chris, could | ask a question? How

could the proportion -- can you reconcile or need to
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reconcile these data with the data that showed that the
proportion of hospice patients who are cancer patients has
gone down so dramatically? When you | ook at the non-cancer
i n hospice, deaths have only gone up from4 percent to 10
per cent .

DR. HOGAN. |I'mnot tracking the question.

DR. RONE: Has there been an increase in the size
of the non-cancer deaths population rather than just a shift
init?

DR. HOGAN: No, still it's only about one in five
Medi care beneficiaries dies fromcancer. So that the nunber
of non-cancer deaths in hospice is actually quite |arge
because the population is four tinmes |larger than the cancer
decedents.

DR. ROAE: Can you break the inpatient and SNF
dowmn? Is that nostly hospital or --

DR. HOGAN. That's nostly hospital, but not hugely
nostly hospital. There's enough patients dying in the SNF
that you want to include that in the package I think. M
take on it was that there was a |ot of substitutability
bet ween the exact site of death for people who have an

inpatient stay followed by a post-acute inpatient episode.
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So | pooled them because | thought that that was the right
thing to do. But if you had a | arger sanple size you could
certainly break that down and get those nunbers.

DR. RONE: The reason | ask, and I'lIl get off
this, is that with the pressure to reduce the length of stay
in hospitals, one of the -- there were two pieces of ripe,
| ow- hanging fruit. One was admt people the day of their
surgery rather than the day before. The other was transfer
peopl e who were termnally ill to skilled nursing facilities
rat her than keep themin the hospital, which was really the
wrong place for themto be in the first place.

So | would have thought that while that total
nunber of inpatient and SNF hasn't shifted rmuch, that there
woul d have been a substantial change in the relative
proportions of those two as length of stay was driven down.
So you mght just | ook at that.

DR. HOGAN:. If | had a |l arger sanple of people |
woul d have done exactly that. So that's basically all
have to say about trends in the hospice industry.

Let ne give you one slide on short hospice stays.
This turned out to be not hard to do with the Medicare

current beneficiary survey. But you have to understand that
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|"ve run a regression with 600 people init, so all I'm
going to be able to find are the | argest, grossest effects
that are going to pass your traditional standards of
statistical significance.

| picked stays of under two weeks instead of stays
of under one week. It's qualitatively the sane popul ation
whi chever way you slice it. It just gave ne nore people to
| ook at so ny nunbers were a little nore stable in this
smal | sanpl e of beneficiaries.

When | ran a regression, the regression had a
bunch of right-hand side variables init. Wat | found
first was, based on the beneficiaries' self-reported
di agnoses, the preval ence of short stays is strongly
correlated with the diagnosis. 1t's not cancer patients.
It's not |ung cancer.

So if you look here, lung cancer patients were 13
percent less likely to have a short stay, and the people who
do have the short stays are the people |like congestive heart
failure. That's either because the date of death is so
unpredi ctabl e they just by accident die soon after they
enter, or it may be that people are waiting until it's very

cl ear these people are dying before they nove themto the
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i's, when you run against the

di agnoses, the diagnosis mx makes a big difference in the

fraction of patients who have short stays.

| did a |ot back of the envel ope conbining these

two estimates, very rough estimates, with the GAO data and

came up with the foll ow ng.

About a third of the increase

in short stays from'92 to '98 is directly attributable to

change in case mx, or is attributable to change in case m X

al one, because the non-cancer

patients are far nore |ikely,

at least by this estimate, to have short stays.

The second thing |

| ooked at after discussions

wi th Kevin and Murray, they had brought up the issue of, if

hospice isn't taking of these people, who is? That's why I

decided to put in a flag for whether they had any hone

health care in the year of death. And it turns out that,

yes indeed, the beneficiaries who had hone health care were

nore |likely to have a short hospice stay.

There are two possi bl e explanations of that. One

is, they have soneone to take care of themso they don't

have to be in a hospice till

the very end. The other is

there are admnistrative barriers to transfer of a patient

from honme health to hospice.

think the genesis of these
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adm nistrative barriers was to prevent the hone health from
goi ng out and basically recruiting on behalf of hospice.

But there is sort of an abrupt transition in the care team
when you nove from hone health to hospice. That mght be a
barrier.

So it's either a substitute for hospice care or a
barrier to hospice care; I'mnot sure which. But the fact
of the matter is, it's strongly correlated with having a
short stay.

Then there was a cluster of denographics that as
an econom st | could nake no sense -- | could tell you no
sensible tale for these, and every tinme | try and di scuss
them | get the sines and the coefficients wong, so |I'm
sinply going to state them and | eave them for your
di scussi on.

Living in the community with your spouse nmeans you
are less likely to have a short stay. Being fenale neans
you're less likely to have a short stay. And being poor
means you're less likely to have a short stay. Those three
are all highly commingled. WMst of the beneficiaries with
i ncones under $10, 000 are wonen |iving al one who have been

wi dowed. Yet | did a relatively careful analysis on Kevin's
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suggestion to | ook at all possible conbinations of these and
these results are true: independent of your |iving status or
your gender, poor people are less likely to have a short
stay. |Independent of your income or your living status,
wonen are less |likely to have a short stay.

So | probably have m xed a sine here one way or
the other, but | have a cluster of three inportant
denographic factors and | couldn't rmake any sense of this,
so I'll just |eave those for your discussion.

Probably the nost interesting thing on this table
is what is not on this table, and that is an urban-rural
difference. That once you account for diagnoses and
denogr aphic factors there was no urban-rural difference in
short hospice stays. So that's probably al nost a check-of f
for this report, to say that was not a particular rural
i ssue.

Let ne go ahead and | ook geographically now at
urban-rural differences in hospice use. The first thing |
did was to take sone data that Jennifer G over and Laura
Dunmit at the GAO very nicely provided to ne, a nice
tabul ati on of hospice users fromthe 100 percent hospice

files. | looked at it by state, and what you find is there
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is no such thing as uniformurban-rural differential in
hospi ce use. On the eastern seaboard or the northeast cost,
there's no urban-rural differential to speak of. In fact in
many states the rural use rate is higher than the urban use
rate.

What | did was | sorted all 50 states, took the
differential, and gave you the states with the | argest
urban-rural differential at the top of this table and the
states with the smallest urban-rural differential at the

bottomof this table. So you can see in Connecticut, the

use rates in Connecticut are higher -- Connecticut, New
York, and Maine -- are higher in rural areas than they are
in urban areas. It's only when you go out to the old

frontier and the upper Mdwest, if you go out to the
nountain states, North Dakota and sone others in that
general cluster, that you find that the rural rates are
substantially | ower than the urban rates.

But | do need to point out that if you just | ook
at the nunbers on the face of them and read down the rural
colum, it's not the rural rates that change. |In fact the
urban-rural differential is due to very high urban rates in

nmountain states. The rural rate in New Mexico is higher
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than any of the urban rates on the east coast. So the
extent to which we call this a rural access problemis
probl emati cal on the basis of that.

This was beyond nmy level to tell you a sensible
story. | looked at that and | said, this certainly varies a
| ot by geography and that I'msinply going to ignore this
fact for the rest of the discussion and pool all urban rates
and pool all rural rates and give you urban-rural
differences that pool across these state-level differences.

How do rural hospice use rates conpare to urban
rates by the urbanicity of the rural county? The right way
to understand this chart is to realize that if | had put a
l[ine on it that said urban, the line for urban would have
said 100 percent, 100 percent, 100 percent. So this is the
use rate relative to the urban rate for all the rural areas
as defined by their urban influence code. | broke it into
cancer and non-cancer decedents, and this is based on the
di agnoses on the hospice clains.

What you find is that the lower rate of use in
rural areas, it's substantially |ower for non-cancer
di agnoses than for cancer diagnoses. So the cancer use rate

is nmuch closer to the urban rate in rural areas, and that it
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varies pretty much strictly by the urbanicity of the county.
This shouldn't be any surprise. So that the use rates for
hospi ce are lowest in your totally rural counties, neaning
counties that don't even have a town of 2,500, and it's

hi ghest in the counties that are adjacent to urban areas or
that have a city of 10,000 or nore.

So | thought that this chart, in a single chart
you pretty nmuch know the story here. The nore renotely
rural you are, the less likely you are to have access to
hospi ce care, and non-cancer care is primarily an urban
phenonenon. Cancer care for hospice has diffused to a
substantial degree to rural areas.

The final piece of this was to say -- and this was
once again at your staff's suggesting -- are there any
pl aces where we have evidence of no hospice availability?
This is the crudest possible way you coul d neasure hospice
avai lability you say, there's no hospice there. So | |ooked
at a bunch of different sources of data to try and find any
avai lability of hospi ce.

What | found is, yes, indeed, the rural counties
where there's no evidence of hospice cluster in a few

states, Wom ng, Montana, Nevada, South Dakota, Nebraska.
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Nort h Dakota woul d have been there too, but the hospices in
North Dakota claimto serve alnost all the counties in North
Dakota so | took themat their word. Anyway, these states -
- and it was a clear geographic clustering, and if you | ook
at the counties, of course, half of themare counties that
are renote rural counties.

Let nme give you the caveats and conclusions. This
analysis was a -- quick and dirty is a little pejorative,
but | used small sanple files. | used what was avail abl e
and | got the product on the table in front of you, using
the sinplest possible criterion for access to hospice which
is, do you have any hospice care. That's a pretty rough cut
at what is basically a very conpl ex underlying decision

In terns of conclusions, I'lIl give you two slides
to summari ze the contents of the presentation. Yes, the use
of hospice care increased substantially from 1992 to ' 98;
users nore than doubled. The case m x shifted substantially
t owar ds non-cancer cases and towards care in nursing hones.
The urban-rural differential narrowed; that hospice appeared
to diffuse in rural areas. But overall, this has had a
m ni mal i npact on where Medicare patients die. They still

die in the hospital at about the sane rate as they did
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before the growth of hospice.

There's been an increased use of very short stays
in hospice. There was no particul ar urban-rural
differential, but at |east sonme of that growh can be pretty
directly attributed to the change in case mx. It's the
non- cancer cases that predom nantly had the short stays.
Maybe the rapid growmh in home health through 1997 may have
contributed to this, because | think that having honme health
was able to keep you out of the hospice |longer. But of
course, that whol e | andscape changed in '97 so these nunbers
are probably unhel pful for a nodern discussion. And nmaybe
t he secular trend toward shorter stays may have had
i nfluence as well.

Even now the use rate is lower in rural areas than
in urban areas, but as you know that's not geographically
uniform Somewhat | ower for cancer cases, a |lot |ower for
non- cancer cases, and clearly linked to the urbanicity of
the area; the nore urban you are, the likelier you are to
have hospice available. Wen |I've | ooked for counties that
had no hospice at all, they were clearly geographically
clustered in just a few states.

DR ROAE: Two points, Chris. It was very
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interesting. | think |ooking at the data that you showed
that wasn't really that coherent as you | ooked at it about

t he wonen, and whether you're living alone, et cetera, or
whet her you're poor, one of the findings early on in hospice
was that it was very under-utilized by mnority popul ati ons,
particularly African-Anmerican popul ati on conpared to others.
| think 3 percent utilization rates or sonething |ike that.

| don't knowif that's held up over tine.

This was in areas in which there was access, and
it was felt that perhaps a different social structure, with
nore people at home, nore multi-generation famlies living
in the sane area, et cetera, there was nore support,

i nformal social support. Therefore, there was | ess need for
hospice. | don't know whether those data have held up. M
information is a little old on this, as it is in nuch of
clinical nmedicine unfortunately.

But nonet hel ess, that m ght explain what your
observation about these things just don't seemto tie
together. |If your sanple is |arge enough you m ght | ook at
African- Areri can and/or Hi spanic. You m ght have to put
those two together but you mght be able to do that. That

m ght answer this question.
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| don't think that's a bad thing. If we find

that, this shouldn't be an initiative to inprove the use.
Peopl e shoul d use whatever resources that are avail abl e.
Those are the best resources. And if not, then we should
suppl enent themw th formal resources for those people who
don't have the informal resources. So | don't think it
woul d be as bad thing if utilization is |lower but it m ght
expl ain the data.

The second point | would make with respect to this
is, I think this is very inportant and useful. W were
asked by Congress to do a very specific rural hospice
benefit, another one of these very targeted requests that
sonmebody got Congress to ask us to do, which is fine.

But this should not be a proxy for MedPAC s
interest in care of the dying, or care at the end of life.
There is nore to care at the end of life than hospice, or
whet her hospice is available in all areas. There are lots
of aspects of care at the end of life, including the
education of physicians and nurses and ot hers, and
utilization of other resources in the conmunity, and hone
care, et cetera. So | just want to nake sure froma policy

point of viewthat fromtinme to tinme we get to this issue
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and we shouldn't just assunme we've taken of it because we've
done this project on hospice.

DR. REISCHAUER This really isn't on the focus of
what Congress asked us to do, but | was wondering, Chris, if
you had some information on costs. W went into the hospice
nmovenment for two very different reasons. One was that this
was a nore desirable or nedically appropriate setting for
the end of life. And secondly, that it mght save Medicare
a |l ot of noney.

| was wondering if there are any data that show
trends over this period, breaking the popul ation of
decedents into those with any hospice in the | ast year,
those with no hospice but inpatient, and those with neither
i npati ent nor hospice care and what's been happening to
t hose? Because | got a feeling fromwhat you said that
maybe these differences are narrow ng.

DR. HOGAN: | ran a cross-section of those nunbers
| ast year so we know the picture that people dying in the
hospital cost about twi ce as nuch as people who don't die in
the hospital, so that's well known. \Wether there were
trends in those nunmbers, | found it -- | don't think I had

enough data to say that very well, although I could go back
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and | ook.

DR. REI SCHAUER: But whether they die in the
hospital doesn't tell you whether they had hospice care at
Some poi nt.

DR. HOGAN:. No, having divided the population into
any hospice, and of those with no hospice, those who died
i npatient and those who di ed el sewhere, you'll find the
peopl e who died in the hospital cost substantially -- as
expected, they would cost about tw ce as nuch; substantially
nor e.

The only trend nunber | have is that in the
aggregate in the Medicare programthe cost in the |ast year
of life are essentially no different fromwhat Lubitz
measured in 1979.

DR ROWE: Twenty-two percent?

DR. HOGAN: Twenty-six and-a-half, 27. Certainly
there's been no -- if you nerely bucket people by the fact
of death there's been no change in the fraction of Medicare
spendi ng on those people in the last 20 or 30 years. That
doesn't answer your specific question about --

DR REISCHAUER: No, it doesn't, but it would then

suggest the difference between those who die in hospice or



10

11

12

13

14

15

16

17

18

19

20

21

22

346

those who die in a hospital has shrunk, | think.

DR. RONE: | think what you have to do, Bob, is
you have to break the deaths in the hospital into the kind
of schedul e of deaths from chronic or sem -acute diseases,
and the deaths of people who have acute nyocardi al
infarction or stroke and die within the first coupl e days of
arrival in a hospital. That would give you nore information
about the conpari son.

DR. HOGAN. There was a suggestion to | ook at the
time series within geographic areas and see if the areas
where hospice increased its penetration nost rapidly
resulted in a reduction. That analysis is just waiting to
be done. So there are ways to get at it. They're all sort
of indirect. | give you an aggregate table. |If you had 100
percent data you could do a di saggregate table.

But the issue of whether or not there's been a
secular shift in the change due to the growh of hospice
that's an inportant question, but | don't think I could do
it by putting people into, by bucketing people by hospice
and site of death. | think you'd have to use nore indirect
met hods.

DR. NELSON: Chris, I'"'mstarting fromthe position
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that hospice is a valuable service and that it provides an
addi ti onal choice and an asset for Medicare patients that
are eligible and want it. To what degree -- | didn't see
that your data neasured it directly but can you give nme an
i dea about capacity and the degree to which the use of
hospi ce services is being restricted because of waiting

I ines, or because of a |lack of hospice availability, other
than just as explai ned by geography?

DR. HOGAN: No, | couldn't even begin to -- |
don't know how |I'd identify a beneficiary who tried to get
hospi ce but couldn't except via survey. No, there's nothing
t hat --

DR. NELSON: | guess as a practitioner | had
patients tell ne that they were trying to get into hospice,
that they had a waiting list, that when they finally nmade it
they were really happy. | think that we're tal king about
the economic inplications, whether or not Medicare is
provi di ng adequate incentives to paynent policies for
hospices to formand stay in business. It seens to ne that
we can't approach that question unless we have sonme sense
about whether there's an adequate capacity, or whether we

need to sweeten the pot, or whether the pot is perfectly
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sweet and everybody that wants hospice can get in. | guess
at sone point our staff needs to think about how we m ght
get that kind of information.

M5. RAPHAEL: | was interested in several things
that you highlighted in the text that you didn't refer to
today. One is that the percent of hospice users who use it
for four weeks or less, as | recall also went up by about 12
percent, and | thought that was interesting. | was
wondering if you could coment on that.

Secondly, you also nention the fact that if you
are a nmenber of Medi care+Choice or you have a Medigap policy
you're nore likely to use hospice. That's in accord with ny
own experience, that we have a very high percentage of
Medi car e+Choi ce and Medi gap policyholders in our hospice
program It really is striking conpared to honme health care
utilization, for exanple.

DR HOGAN: Comments on the two of those. The
four week or less, | had nothing of interest to say there.
There's been such a secular decline in |engths of stay that
| thought that that would just -- putting any arbitrary
boundary on a reasonable |length of stay seened |ike you're

going to have -- because stays have been falling generally,
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you're going to have nore people falling into that boundary.
| didn't have any -- | don't think that's where the
industry's interest was focused and | didn't have anyt hing
in particular to say about that.

Wth regard to Medi care+Choi ce and Medi gap, |
found those -- as an econom st those are puzzling, because
these are the people who have conplete coverage, or nore or
| ess conpl ete coverage. For Medicare+Choice, | have ny own
suspicion that there's a ot of a case mx effect there.
That the beneficiaries who are dying in Medicare+Choice are
predom nantly cancer, or nore likely to be cancer deaths
than ot hers, because you don't get -- people who al ready
have substantially crippling congestive heart failure are
less likely to enroll in a Medicare+Choice plan and they'l|
stay in the fee-for-service program

The short answer is, | thought that a piece of the
Medi car e+Choi ce answer was case mi x. That the predom nant
Medi car e+Choi ce decedent. But | have absolutely no evidence
to tell you that because | have nothing to | ook at.

For the Medigap result, it was anybody's guess as
to why people with Medigap would be nore likely -- | assune

it's a sociodenographic thing that | haven't neasured. They
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are wealthier, or they are better off, or they're better
situated, or sonmething. O they're nore interested in

conpl ete coverage and so that's why they're willing to go
into a nore conprehensive care at the end of life. Couldn't
gi ve you a reasonabl e response to that.

MR. HACKBARTH. Anyone el se?

M5. BURKE: One of the things you didn't talk
about in the text and don't refer to in the context of this
first analysis is the issue of the structure of the benefit
itself and the decision ultimately that has to be nmade by
the patient with respect to the choice of palliative care as
conpared to curative care, and whether the way we have
structured it and the fact that people have to nake a choice
has had a major influence on a decision to use hospice.

That you essentially acknowl edge where you are in your
treatment and essentially give up traditional treatnent.
And whether that tinmefranme, the prediction of six nonths
left to live, whether those things have had an unreasonabl e
i nfluence, or an inappropriate one on the decision to seek
hospi ce.

The shortening of the period of tine, howlate in

t he process people go in order to choose to go into hospice,
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how much of that is given by the way we've structured the
benefit? | didn't know whether ultimately -- | nean, you
touch on it in the outline at the outset -- whether
ultimately you expect to look at that issue at all.

DR. HOGAN. No, you have ny ultimate product right
here. Now it's your report to do with as you see fit.
Certainly the six-nonth prognosis, as has been pointed out
by many people, is the reason that you don't get many --

M5. BURKE: You see that in one of your charts
where that's indicated as a significant indicator.

DR. HOGAN: You'll see that in the next
presentation di scussed pretty explicitly, and | think
everybody in the hospice industry points to that and says,
this is a problem So yes, there is sonething to be said
there, but | was not the person to say that.

DR, STONERS: Chris, | just had a quick question.
On this counties with no evidence of hospice, how did you
break that down, and how many total states have at | east
sonme counties wthout -- because |I know of a couple that
aren't on here that --

DR. HOGAN: There's a state-level chart in the

report showi ng the percent of rural decedents in counties
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wi th no evidence of hospice. So you just have a state-|evel
nunber, and nost of those round down to zero. So if there
were a small county in a large state it would show up as
zero on the chart.

MR. HACKBARTH. Thank you, Chris.

DR. KAPLAN:. Jay Mahoney has been involved with
hospi ce since 1982. He was the CEO of the National Hospice
Organi zation for 15 years, that now is known as the National
Hospice and Palliative Care Organization. And for the | ast
four years he's been consulting with hospice organizations.

MR. MAHONEY: Good norning. Wiile Sally is
wor ki ng at putting the slides up I think we'll just offer a
few quick introductory remarks regarding the interview
process with our key informants.

Qur interview instrunment asked the key informants
to tell us what they felt were the nost inportant barriers
to access to the Medicare hospice benefit. W did not try
to assist their response by providing a list of possible
responses to rank order, nor did we ask themif any specific
i ssue was a barrier to access. Cbviously if we had asked
for a rank ordering or a yes/no response to a prescribed

list of barriers we nay have received a different response.



10

11

12

13

14

15

16

17

18

19

20

21

22

353

For purposes of this interimdraft report |I have
col |l apsed sim | ar responses into categories of response.
You shoul d al so know t hat not every informant responded to
every question, while others had sonething to say about
ever yt hi ng.

As this slide suggests, the overwhel mi ng response
to our question about access was that indeed eligible
beneficiaries do experience difficulty in accessing the
Medi care hospice benefit. Qur key informants responses
suggest that issues of access can be separated into those
barriers that prevent patients ever being referred to a
hospi ce fromthose barriers that sinply result in late
referrals. There are simlarities in the barriers, but they
are not identical, and simlar barriers may influence the
two categories of access to different degrees.

This slide generally represents what the key
informants reported were the nost significant barriers to
ever being referred to a hospice program The requirenent
of a six-nmonth prognosis appears to be the nost significant
barrier to ever being referred. Doctors do not |like to make
such prognostic determ nations, and the literature would

suggest that when they do make such determ nations they are
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nore often than not wong.

Di scussi ons about prognosis are difficult.
Doctors are not particularly well-trained for this type of
di scussion and often tines the patient and fam |y do not
want to engage in this discussion. Sone have suggested that
accepting a referral to a hospice programis an adm ssion of
hopel essness and i npendi ng deat h.

Anot her issue of note that was reported to us was
the inability for a patient in a skilled nursing bed to
access hospice care. The patient often makes this choice
for financial considerations, but in doing so the patient
may not access hospice care. Sonme suggested that by making
the choice the patient is prevented fromreceiving optim
end of life care.

Many of our key informants suggested that sone
hospi ces contribute to barriers to access, although several
informants al so noted that such actions by hospices are
sonetines a matter of survival rather than choice. Concern
about admtting a patient who will ultimtely prove too
expensive for the hospice to care for is certainly an issue
for sone hospices, and we will discuss this issue in |later

slides. Some hospices operate under a very strict
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interpretation of what constitutes appropriate hospice care,
resulting in their limting their own adm ssions.

Regul at ory concerns were also frequently
menti oned. Key informants reported that hospices are
concerned about being denied paynent or being required to
provi de burdensone | evels of docunmentation to substantiate
an adm ssion. As many hospices |ack the resources to appeal
deni al s or provide additional docunentation, hospices sinply
adopt nore rigid adm ssion criteria.

Patients with non-cancer diagnoses were identified
as the group that faces the nost difficulty being referred
to a hospice program although the literature suggests that
this population is a growi ng proportion of hospice patients.
Certain ethnic and racial mnority groups continue to face
barriers to hospice care for a variety of reasons, none of
whi ch appear to be a result of specific requirenents of the
benefit.

However, in answer to one of the questions from
the previous presentation, the data that we have woul d
suggest that the nunber of mnority groups being served by
hospi ces has grown substantially but probably still is not

to where it shoul d be.
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Patients in nursing hones face barriers. These
barriers are the result of the skilled facility issue we
previously discussed, as well as a reluctance on the part of
some nursing homes, as well as hospices, to create
rel ati onships with each other. The ol der-old appear to face
barriers, which are probably the result of a conbination of
caregiver issues as well as residency in nursing hones.

This slide tal ks about the reasons for short
| engths of stay. | think it's inportant to note that the
inpact of a late referral di mnishes the hospice's ability
to provide quality care to the patient famly. The
l[iterature suggests that physicians report an optinmmtine
for hospice involvenent to be three nonths. Additionally, a
decrease in |length of stay, coupled with an increased
intensity of services, increases the per diemcost to the
hospi ce for each patient.

Al though as | nmentioned there appear to be
simlarities between the barriers identified to ever being
referred to a hospice and those identified as barriers to
timely referral, there are inportant differences. The nost
significant to tinely referrals include the availability of

| ess toxic therapies and the Medi care hospice benefit
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requi renent to forgo curative care.

In recent years, nedicine has nade avail abl e
t herapeutic agents that allow patients to attenpt cure of
their disease without the debilitating side effects. Wile
the probability of cure may be no greater than what it was,
the choice to try such therapies is not so difficult to nake
as it may have been at one tinme. These therapies may al so
be quite appropriate as palliative interventions. However,
in either case, the cost of these therapies which are
ot herwi se generally covered by Medicare can be prohibitively
expensi ve for nost hospices to cover under their per diem
paynent program

I n previous slides you may have noticed that our
key informants identified the |ack of physician and patient
knowl edge about hospice care as being inportant barriers to
access. Wen asked what would i nprove the consuners’
under st andi ng of the Medi care hospice benefit, based on the
i dea that an infornmed consuner would be in a better position
to ask their physician about hospice care, nmany of our
i nformants suggested that the greater effort should be
focused on educating the physician.

The question was posed, what uniquely rural issues
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af fect access to hospice care. Qur key informants suggested
to us that when a hospice in a rural area stopped serving an
area, it is unlikely that another hospice will step in to
serve those patients, so hospice care sinply becones

unavail able. In urban areas, other hospices al nost al ways
step in to fill and service gaps.

Qur key informants reported that the nost
significant problem facing hospice serving rural areas is
the chal l enge i nposed by the great distances involved in
caring for sone patients. The challenge of distance
directly contributes to the cost of care, as well as
indirectly, by requiring the hospice to recruit and retain
additional staff.

Anot her issue was a general |ack of services was
identified in several different ways as contributing to the
chal | enges facing hospices in rural areas. Such things as
| ack of wireless availability for pagers as well as cellular
phones conplicates on-call coverage. A lack of public
transportation, other professional services, auditing firms,
educational services, even office supply stores, all add to
the cost of care in rural areas.

Recruiting and retaining qualified staff is a
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chal l enge in many part of the country. However, our key
informants reported that this problemis even greater in
rural areas where, if qualified staff can be found, they are
often willing to comrute rather |ong distances to obtain the
hi gher sal aries available in nore urban settings rather than
accept the |l ower salaries offered by rural hospices.

The ability to take on the risk of serving
potentially costly patients is limted by a small census.
Now census size is obviously not an issue of geography, but
in rural areas hospice providers generally do not have a
choi ce about their small size. Small hospices in urban
areas can grow larger or nerge with other prograns. These
options are seldomavailable to small, rural prograns.

Qur key informants had many ideas for inproving
t he Medi care hospice benefit. Some of the options nost
often nmentioned included nodifying the six-nonth prognosis
requi renent. Qur key informants had many suggestions how
this m ght be acconplished, but the idea of determ ning
eligibility based on sone type of functional assessnent of
the patient that may indeed by built around a limted
prognosi s but that does not specify an exact period of tine

that a patient has to live was suggested by several.
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O her key informants suggested that the benefit
shoul d be expanded to include ongoi ng consultative hospice
services, while others suggested the creation of a
residential |evel of hospice care.

Modi fyi ng certain paynment policies was al so
suggested, including the adoption of an outlier policy
and/ or sonme nmechanismto limt the risk to hospices of
caring for people receiving costly therapies.

In addition to these suggestions, our key
informants identified several other issues including re-
basi ng the hospice rates as areas for additional further
st udy.

That's nmy presentation. 1'Il be glad to take any
guestions that you have.

MR, HACKBARTH. Questions?

| have one, John, about the short |engths of stay.
You have the graph, the nost inportant reason for short
| engths of stay. Here there's no reference to case mx or
any of the factors that Chris identified as correlating with
the decline in length of stay. Can you shed any |light on
why the people you talked to didn't identify those factors?

MR. MAHONEY: | don't know that they were thinking
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about it in terms of case mx. | think generally speaking
-- and this answer is a conbination of what we heard from
our key informants as well as what's in some of the
literature, non-cancer patients have nore difficulty ever
being referred to the hospice program But in many cases,

t hose patients with non-cancer diagnoses who are referred to
t he hospi ce program actually have | onger |engths of stay
than you' d find on average.

Cancer patients, on the other hand, generally are
referred to hospice prograns and don't seemto have a great
deal of difficulty in being referred. But there seenms to be
greater problenms in terns of their being referred on a
tinmely basis.

DR. NELSON: John, 1'Ill ask you this question so
Sally doesn't have to fuss with it. | assume fromthe fact
that you don't have any bars on your graphs that suggest
that capacity is a problem That is, that patients who are
eligible and referred don't have to wait in a queue to
obtai n hospice services. |'mmaking an assunption since you
didn't include it anong the barriers, that indeed, capacity
is just fine and that's not a factor. |If that's the case,

then 1'1l shut up on this point.



10

11

12

13

14

15

16

17

18

19

20

21

22

362
MR. MAHONEY: | think that the question is a good

one and you actually shouldn't shut up about this point
actually. | think that we're not seeing a |lot of that issue
surface just yet across the country. | think that where we
do have capacity issues, are associated with hospice
progranms that have no inpatient prograns. So where you
mght find waiting lists is where people want to access an
i npati ent hospice program and they don't have access to that
because the beds are filled and they sinply have to wait.

Anot her area that we're beginning to hear nore
about, but it's on an anecdotal basis. And again it
actually goes to rural issues where hospice prograns are
sinmply having so nmuch difficult recruiting and retaining
qualified nurses that in those cases they're sinply having
to stop taking patients for a period of time because they
can't find anybody else to do the work. But we don't have
any real data on that that | could say is national data.

MR. HACKBARTH. Any ot hers?

Thank you, John.

DR. KAPLAN: This report is due in June 2002. W
believe that we have a story to tell about beneficiaries

access to hospice. By synthesizing the information from
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these two studies and other sources that are avail abl e,

ot her studi es that have been done, we do not anticipate any
addi tional work on access at this tinme, unless of course the
Comm ssion directs us otherwise. W w Il begin |ooking at
suggested policy options froma nunber of sources, including
these studies. W' Il evaluate the advantages and

di sadvant ages of the options and include themin a

di scussion in the report. You'll see the synthesis and the
di scussion of policy options in March.

One problemwe face in discussing paynent policy
options is that the hospice cost report data will not be
avai l able for use in the June report, at |least as far as CVS
has been able to let us know at this tine. As a result, the
solution part of the report will be conceptual.

We'd |ike your conments, questions, directions.

MR. HACKBARTH: Any comments or requests?

DR. NEWHOUSE: 1'Il hold on the discussion of
paynment policy options until we get there. In ternms of the
urban-rural differences that have been di scussed, one of ny
concerns is that informants -- maybe | shoul d have directed
this to John -- | wonder whether they really know urban and

rural costs. CM doesn't know, for exanple, travel costs
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separately. You have to see sonme data that conpared them
Even then you'd have to wonder, given the data Chris showed
on the heterogeneity of the rural, what really you had. So
I"'ma little skeptical that sonebody can just report about
urban and rural and that we should [ay nuch wei ght on that.

Second, | would say that |ower nom nal wages in
rural areas are presumably to sone degree offset by |ower
cost of living, but that's hard to quantify. Those are
really just caveats on trying to interpret urban-rura
nunbers.

MR. HACKBARTH. Any reaction to that, Sally or
Kevi n?

DR. KAPLAN: | agree with you. | think that not
havi ng the cost report data, and as we found with the hone
health study in the rural report, it's very difficult to
find travel costs on the cost report. Wat CMS basically
concl uded about home heal th agenci es, which have a simlar
problemin rural areas of travel costs, is that the rura
travel costs were basically offset by urban costs such as a
nonitor or a person to ensure the safety of the home health
prof essional, would offset the rural travel costs.

DR. STONERS: Maybe soneone could help ne. W're
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tal ki ng about the cost, but is there a paynent difference?
| s there a geographic adjustnent, and how nmuch is that?
What woul d be the differential between an urban and --

DR. KAPLAN: There is a wage index, and it's not
clear to ne -- | can't renmenber at the noment how nuch of
the paynment is subject to the wage index. But there is a
wage i ndex.

DR. STONERS: | was just curious what the dollar
difference in a visit would be, or an episode.

DR. KAPLAN:. They get paid by day. In other
wor ds, each day that a person is enrolled in hospice, the
hospice is paid a daily rate based on the type of care they
receive during that day. For instance, if they received
routi ne home care then they're paid for routine hone care
for that day. Then that rate has a | abor-related portion
that is subject to the wage index. Right at the nonent
cannot pull the table up in ny mnd that has what the | abor-
related portion on the routine hone care woul d be.

DR. STOAERS: M question is, the cost very well
may be different, and the paynent may be different, but I
wonder how the two are matching, or whether we're actually

reflecting the real cost conpared to the paynent. | think
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it's sonething we need to | ook at.

DR. KAPLAN: It is sonmething we need to | ook at.
But | think the point is that hospices have not submtted
cost reports until very recently, and the cost reports were
theoretically going to be available in 2001. But as you
know, all cost reports have been del ayed for the | ast cycle
for 2000. So it's going to be very difficult for us,
wi t hout cost reports available, to give you any idea about
di fferences between costs and paynents, differences between
rural and urban in cost. W can give you an idea of
di fferences in paynent.

There's also the issue of the fact that these
rates were established based on a denobnstration in the early
'80s, and al though they' ve been updated those rates were
really structured very differently fromthe way the hospice
benefit is now. But there's no way to really | ook at
anything to see whether the rates are appropriate or not
W t hout the cost reports.

DR. NEWHOUSE: That's the larger issue, Ray. This
thing for urban-rural is just the entire base for the rate,
bot h urban and rural.

DR. STONERS: Exactly. | agree. | know, for
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exanple, in the county that | practiced in, when we finally
did get hospice that we were actually paying nore hourly for
the nurse's care than what they were paying in the |arger
cities just to get the nurses out into that area. So |
t hi nk sonetinmes the cost of living or wage index is kind of
skewed that way when you really have to go to these renote
ar eas.

DR. BRAUN. Just a point of information. |If a
Medi care beneficiary in a nursing home who is on Medicaid in
a nursing hone, if they go into hospice what happens with
t he benefits?

DR. KAPLAN: If a person is eligible for Medicaid,
Medi cai d pays the hospice and the hospice pays the nursing
home, | think it's 95 percent of the daily rate. Then also
t he hospi ce receives the hospice rate for the hospice care.

DR. BRAUN. It still seens to be sone duplication.

DR KAPLAN: When Chris referred to the OG that
was part of the OGs point is that there could be sone
overlap, and it appeared that they found that sonme of the
hospi ces were really using the nursing home personnel to
provi de care and were not providing all that rmuch additional

care.
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M5. RAPHAEL: Sally, |I'm assum ng that because of

the lack of cost report you couldn't tell us, as we've seen
in other sectors, what the financial performance |ooks |ike
for hospices?

DR. KAPLAN. You're right, we cannot.

DR. NEWHOUSE: The freestandi ngs woul d have to
break even to stay around anyway, so to sone degree the
costs are just going to reflect what we pay. So then
there's a judgnent about, what are we buying for what we're
paying, that's going to be hard to nake.

M5. RAPHAEL: | think a |ot of freestanding that I
know about do considerable fund-raising to try to nmake up
the deficits. | don't know how preval ent that is.

DR, KAPLAN: | think it's pretty prevalent. O
course, they're required to get in-kind contributions
t hrough volunteers. So not only are they fund-raising to
rai se funds, but they can use the volunteers. But then
there is also a restriction that a certain proportion of
their services, a very large proportion of the services have
to be provided by their own enpl oyees, which appears to be
to keep contract enployees from being used extensively,

except in peak periods or in energencies.
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Any ot her questions or directions?

So the timng of this report, with Congress asking
for it in June 2002, if the cost reports had conme in when
they were expected to cone in and basically had been edited
and CM5 was confident about them we could have given them a
whole Il ot nore information. But as a result of the cost
report problem nuch of our discussion of the solutions to
the problens in access are going to be conceptual.

But that doesn't nean that we can't nmake
recommendati ons such as, when the cost reports are
avai l able, we direct you to | ook at them and consi der re-
basing, or something like that. But we're not going to be
able to cone up with a very -- as firma statenment as we
could with the data.

DR. REI SCHAUER:  Your description is that Congress
t hought the cost reports would be avail able when it set the
timetable for our report and we can't give themreally what
t hey want because the cost data isn't available. Does it
make sense to do this that way, as opposed to go to Congress
and ask -- is this in legislation so we couldn't do a three-
page letter saying, we're fulfilling to the extent possible

the requirenent, realizing that we really can't fulfill it
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until the cost reports are available, and we'll report back
with a nore substantial --

DR. RCSS: | think we give what we can by the
statutory deadline. It doesn't end the Conm ssion's
interest in this or future work. The anal og here m ght be
the GVE teaching hospital study where we provided a very
short, conceptual report to neet the statutory deadline and
did a lot of foll owup work.

DR REI SCHAUER: Because | sense there's a | ot of
interest on the Conm ssion on doing this right.

MR. MILLER: |Is there considerable or any kind of
cross- owner shi p between hone care and hospi ce.

DR. KAPLAN: There is sone, yes. But | don't want
to say it's considerable. It's actually less than | thought
it would be. One of the confusing factors is that you have
hospi t al - based hospices. Hospitals can have a hospice, and
t hey can have a honme health agency, so they're related. But
you wouldn't really identify that because it would be a
hospi t al - based hospi ce.

MR. MJULLER: But independent of an institution
like that --

DR. KAPLAN: There are a nunber of freestanding,
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begi nning of the '90s.

DR. NEWHOUSE: But | thought 90 percent of
care was delivered in the hone.

DR. KAPLAN: That's correct.

371
t he

t he

MR. MILLER: If there's a paynent advantage to

goi ng one direction or the other, you reorgani ze your

DR. REI SCHAUER. Are there for-profit entit

sel f.

i es?

DR. KAPLAN: Yes, there are for-profit hospices,

yes.
DR. REI SCHAUER. Wien we're tal king about t

adequacy of the paynent, it mght be interesting just

he

to

| ook at the trends in the growh of nunbers and capacity in

the for-profit sector. It should tell you sonething
t he adequacy of paynents.

DR. KAPLAN. W can do that.

DR REI SCHAUER: And al so about their | ocat
t 00.

DR. KAPLAN: Exit and entry, if we consider
exit and entry is an indicator of paynment adequacy, i
you' || excuse ny using adequacy w thout defining it,

woul d say that the hospice paynents nust be decent or

about

i ons,

t hat
f

t hen we
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appropri ate because we've seen a |lot of entry.

DR. NEWHOUSE: But there's a problem because they
may be adequate to nmake a profit provided you get the right
case nmx, and you nay decide there's certain classes of
patients that you're not going to take because the rate
doesn't suffice.

DR KAPLAN: Ri ght.

DR REI SCHAUER: But at the same tine, Chris'
nunbers, if they hold up past 1998 show a substantial growth
overal | .

DR. NEWHOUSE: There's no question in nmy mnd that
the rate is quite adequate for many patients.

DR ROWE: | think this conversation reflects the
possibility that individual hospices, be they for-profit or
not-for-profit, may have nore than one payer. |If you just
| ooked at whet her nursing hones were open and said well,
they're still open, so the Medicaid paynent rate nust be
adequate. But then you go to the nursing honme and you see
they have a certain proportion of private pay clients and
they really require those in order to get by. If it was
just the Medicaid patients, many of the nursing homes m ght

not be able to get by.
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W shoul dn't assune that whether a hospice is
making it or not, or there's entry or there isn't, is a
direct reflection of the Medicare paynent rates until we
| ook at what proportion of the patients in these hospices
are fromprivate pay or commercial payers or whatever

So if you're going to ook at the for-profits, you
m ght |ook at the proportion that are Medicare beneficiaries
in addition to whether there's entry or exit.

DR. KAPLAN:. For which we need the cost reports.

DR. NEWHOUSE: But we know that about roughly
three-quarters of the decedents of all types are Medi care.

DR. ROAE: One-quarter private pay would nmake a
huge di fference.

DR. NEWHOUSE: In our interviews with the hospice
i ndustry, the industry on a whole seened to |ike Medicare,
to deal with Medicare because of the flexibility within the
all-inclusive rate that Medi care afforded.

DR. STOAERS: | was just going to say that while
we' re | ooking back to the volunteer versus profit or
hospi tal -based, | know in our region what hospice care there
is, and there are several gaps in several counties, that

it's all volunteer organization driven and there's fund-
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raisers and all sorts of things. They by, are by no neans,
bei ng supported by their Medicare incone.

So | think whether it's urban versus -- you know,
| think sonme of these communities have got together to bring
in other resources to nmake this work. But they're sure not
making it on Medicare incone alone, | know that for sure.

M5. BURKE: Sally, | wonder as you began to think
about the report and reflecting on that charge from
Congress, in addition to the paynent rate issues that we've
spent a fair amount of time tal king about, there are a
series of issues about internal limts, use of inpatient
days, and a variety of other things that were part of the
initial benefit. And | wondered to what extent you
anticipate | ooking at those issues, and to the extent that
they limt people' s use or have an influence on people's use
of the benefit, as well?

DR. KAPLAN: | think we are going to | ook at sone
of the issues. In fact, | know we're going to | ook at sone
of the issues that have been named by the key informants as
potential access problens or barriers to access, and try to
come up with a discrete nunber of solutions that m ght solve

those. And then discuss themin terns of the pros and cons
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of doing that. Particularly |I know we're going to | ook at
the six nonth prognosis issue.

Sonme of the other issues really get into nore --
we had pl anned, when we | ooked at this, because of the way
the mandate really is stated, is to look at it within the
context of the current benefit. So we really had not
pl anned to get into the |larger aspect of "end of life" care.
W really were going to look strictly at hospi ce.

But as Dr. Rowe said, it doesn't restrict the
Conmi ssion from|looking at end of life. |It's just that in
this report we're going to do it in the context of the
current benefit.

M5. BURKE: And it's in that context that | asked
the question. There were, at the tinme we created this
benefit, a series of decisions nmade because of concerns,
both in the construction of the denonstration as well as in
the final benefit, concerns around use -- because we didn't
know enough at that point in tinme. Concerns about the
m xture of services. The limt on the inpatient days was
designed for that purpose, so that you essentially didn't
try and go around it.

But there are now i ssues around the nature of
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treatment that have changed substantially since the benefit
was originally enacted. And things that m ght have been
viewed as curative at that tinme are really now palliative
and are not really curative. |ssues around certain
chenot her apeuti c agents.

And so as we | ook at the issues of paynent, |
don't want us to lose sight of the fact that in the current
construction of the benefit there are a series of decisions
that were nmade inherent to the benefit that may warrant
rel ooki ng at now because of what we know in our experience
with the benefit.

DR. KAPLAN: | think that definitely we'll be
getting into the issue of the --

M5. BURKE: Pass-through issues?

DR. KAPLAN. Really, the fact that you have
chenot herapies that are less debilitating now that are
avai l able. And sone of those have been approved by the FDA
as being appropriate for palliative. Not all of them have
been approved as being appropriate for palliative. So |
t hi nk we can di scuss that issue, as well.

M5. BURKE: Thanks.

M5. RAPHAEL: | agree with Sheila that | think one
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of the major issues here is [inaudible] and trying to put a
treatnment into one of those boxes, as well as just dealing
with nore chronic illnesses where you progressively
deteriorate and it's hard to demarcate when they're
term nal
But al so another factor that | think is inportant
to consider, are sone of the regulatory issues that have
really driven the costs up. And | think they were well -
i ntenti oned but have not necessarily been constructive. For
exanple, this issue of not contracting out. | think that it
had a very good purpose. But for exanple, you can contract
out for infusion therapies which you would want to do froma
gual ity standpoi nt because you want a few specialists who
really do high volunmes. But you have to have one or two
peopl e do very few cases and it's just not cost effective.
There's also a requirenent that every tinme you
nmake a change in treatnent the whole interdisciplinary group
has to approve that. And | think it really tried to pronote
mul tidisciplinary care. But it nmeans if you change a
nmedi cati on you have to reconvene your group and really
revi ew and approve that.

There are just a nunber of things like that that |
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think had a very good public purpose initially but, in
effect, are really raising costs.

MR. HACKBARTH: Anyone el se? Kevin?

DR. HAYES: W would like to talk to Carol further
if she's got other ideas along that line. That sounded |ike
a very fruitful way to proceed, to pursue sone of those
t hi ngs.

MR. HACKBARTH. Thank you.

What we're going to do nowis return to the
subject of quality inprovenent for health plans and
providers. As you recall, yesterday we |eft the subject
wi t hout voting on recommendations. W asked Mary and Karen
totry to capture the essence of the discussion we had in
sonme alternative reconmendati ons which they're going to
present now. W can have sone brief discussion and then
proceed to a vote.

M5. M LGATE: As you renenber, yesterday we were
di scussing four draft recommendations. Just to let you know
what you have in front of you today, we cane back with two
options for the recommendati on where there seened to be sone
di fferences of opinion. And we hope that one of the two

options represents at | east what your opinion may have been
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on it.

Then the other three recommendati ons are not
significantly changed. denn, do you want ne to go through
the first options first? O do you want to go through the
options that don't have as many changes, first?

MR. HACKBARTH. Wiy don't we focus our efforts on
those first couple where there is an issue. You may al so
want to nention how you responded to Sheila's point about
the --

M5. M LGATE: Putting one first, versus the other

Yes, what you'll find, first of all, is that we
changed the order of recommendation one and two, so that the
Congr essi onal question of how to apply quality inprovenent
standards and the issue of the conparable standards is
actually addressed in the first reconmendati on, whereas
yesterday we had the one on duplication of efforts first.

So you'll see that there's option one and option
two for recommendati on one. And then we go through the
ot her recomendati ons.

| wanted to just very quickly summarize a little
bit of what we heard yesterday to identify a few of the

i ssues, and then just go right into the recommendati ons.
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Yesterday | think we heard basically three conpeting
beneficiary needs voiced in a variety of different ways. It
seens to me a good way to look at the first two options is
to think about how t hose beneficiary needs are addressed

wi thin those options.

First is a beneficiary need for high quality care.
So just a general support for that as a concept.

Second, a beneficiary need which Bea brought up on
equal protection across plans and providers in geographic
areas. And of course, that's kind of the heart of the issue
that fol ks discussed yesterday, is whether it's really
appropriate to have different |evels of standards on
di fferent plans and providers.

And then thirdly, a beneficiary need for choice.
So that gets at the issue of you don't want to have the
standard so high that, in fact, it restricts entry into the
Medi care program or nakes it extrenely expensive for those
certain types of plans or providers in the programto stay
in the program

So turning to the slides, the first option
recogni zes the discussion that, in fact, there should be

sonme differences in how quality inprovenent standards are



10

11

12

13

14

15

16

17

18

19

20

21

22

381

applied. That was a reconmendati on we had yesterday, but it
has the added piece of suggesting if you do that, there
shoul d be sonme kind of reward or conpensation for that. So
this option -- and let ne just read it -- is that the
Secretary should take into account the capabilities of
provi ders and pl ans when devel opi ng and applying quality
i nprovenent standards. If this results in an uneven | evel
of quality requirenments, Medicare should conpensate plans
and providers who incur additional costs.
So theoretically, that addresses the flexibility
i ssue and says if, in fact, that nmeans there's higher
requi renents you shoul d conpensate those who incur
additional costs. Practically speaking, there are clearly
sonme problenms with inplenenting this. |If you' re talKking
about paynment differentials, you'll have to figure out how
much cost you're actually incurring. You would end up
probably having to do that on an individual basis because we
have so nmuch heterogeneity in the HMO market, in particular.
However, there are possibly other ways to reward.
You coul d use public acknow edgenent or |ower |evels of
regul ation. So those m ght be two ways to mtigate that.

The second option basically speaks to the point
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that some nade that we really don't want to have an unl evel
pl aying field between plans and providers, and said let's
just put in place a mininmumlevel of requirenents on
everyone. And then if we go beyond that Medicare would, as
in many ways they do in the fee-for-service program now,
assi st plans and providers and then also reward themin any
further quality inprovement efforts.

So option two reads, all plans and providers
shoul d be required to neet basic quality requirenents.

Medi care should reward plans and provi ders whose vol untary
efforts exceed m nimal requirenents.

The inplications of this reconmendation are
several and depends, in many ways, on how you woul d defi ne
basic quality requirenments. |[If, as the discussion went in
some ways yesterday, you would define those as quality
assurance requirenments, it could inply that you woul d want
to repeal the quality inprovenment requirenents that are
currently on Medi care+Choi ce plans and m ght affect the fee-
for-service efforts to actually put in place some m ni na
gual ity inprovenment standards on providers.

I f you were to suggest there would be sone basic

| evel of quality inprovenment requirenents perhaps just
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process and structure requirenents, but not all this |arge
nunber of neasures or type of nmeasure and specificity of
neasures. Then it's a less of a -- for want of better words
-- dramatic change fromwhat's currently being done in

Medi care+Choice as well as in the fee-for-service program

So it would probably inply pulling back on many of
the requirement nmeasurenment efforts in Medicare and perhaps
fee-for-service doing pretty much what it's doing and
allowing roomfor themto put in place quality inprovenent
process and structure requirenents.

Those are the two options.

MR. HACKBARTH: Comments on those options?

DR. WAKEFI ELD: On this recomendation, since it's
up there right now Actually |I had a question about -- and
you addressed it. But it nakes ne wonder, | guess, if this
one were to pass, if we should have sone discussion in the
t ext about what we nean by basic quality requirenents.
Because the first thing I thought was well, what do we nean
by basic quality requirements? Are we talking about QA
and/or Q? And basic in both areas or not? So in other
words, if this passes | think there's got to be sone

definitions drawn in the text.
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Secondly, am | understanding this correctly that
what this could do is to decrease the Q requirenents on M+C
now down to, if you'll forgive that, but down to what we've
got existing in fee-for-service now? As opposed to trying
to nmove Q forward and bringing fee-for-service up. Now
that's a really crude way of describing this. | apologize.
| wasn't in the discussion yesterday.

M5. MLGATE: In terns of requirenents | guess
woul d say at least that's how | would interpret it. But
there was a | ot of discussion yesterday on ways to reward
providers and plans to actually do nore than that. But in
terms of requirenments, that would be ny interpretation, that

yes you woul d be taking the | evel of actual standards down

to -- if people don't agree, |I'mperfectly happy to hear
ot her wi se.

DR. RONE: | thought | heard sonething different
than that yesterday. What | thought | heard -- | nean, we

all heard a lot of stuff. One of the things | heard,
al though it may not have been the consensus, was that
recogni zing the differences in the inherent capability of
different structures, that there would be a different

requi renent for the basic quality programin the different
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el enents of the Medicare program Medicare+Choice,
traditional Medicare or whatever.

And that above that, all of them should be
rewarded for innovation in advance. But that we woul dn't
want to put requirenents on one that it couldn't reach
because it just didn't have the structure or the network or
sonmething like that. So that's what | thought were going
for.

MR. HACKBARTH. That's option one was designed to
capture that point.

M5. MLGATE: Yes, | was just answering option
t wo.

DR. RONE: | heard sonmething different than you
di d.

M5. MLGATE: | think what you just said was said.
| don't think it was said by those that felt nore
confortable with this option

DR. NELSON: | really hate to get into the
busi ness of rewiting this, but | think you separated the
concepts in a way that there's some nutual exclusivity that
wasn't reflected in yesterday's discussion. Option tw can

be fixed very easily to incorporate the idea of different
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capabilities with just adding a little bit of additional
wor ds.

Working fromoption two and saying all plans and
provi ders should be required to neet basic quality
requi renents, taking into account the capabilities of
provi ders and plans, which you use in option one. So that
vari able capability is acknow edged, and shoul d be.

And then the second part says Medi care shoul d
reward plans and providers whose voluntary -- and |I'd add
quality inprovenent efforts -- exceed m nimum requirenents.
Because you' ve already tal ked about quality assurance in the
first sentence.

So a conbination of one and two, in ny view, is
necessary in order to accommpdate the discussion that we had
yest er day.

MR. HACKBARTH. | think I may be the instigator of
this problemso let me just take a mnute and try to
expl ain, hopefully nore clearly than yesterday, ny thinking
on this. Nunber one, | think it's clear that by design the
guality inprovenment capabilities of sone organizations are
different, if not weaker, than others. |In fact, there are

sone types of plans that are designed to take the
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responsi bility for decisionnmaking away fromthe health plan
and put it in the hands of individual clinicians and their
patients. That's their intention. Plan doesn't control
quality, doesn't control clinical decisionnaking.

A second inportant point fromny perspective is
that plan level quality information -- |'mthinking now from
t he perspective of a beneficiary trying to choose anong the
nmyriad options that they mght face -- plan level quality
information is inherently, | think, of very limted value to
t hat deci si onmaker when you're tal king about plans that have
virtually all-inclusive networks.

| f you have a plan that enconpasses all providers,
what Jack referred to yesterday as nanaged care lite, the
di fferences anong plans and their quality are not going to
be very great because they're basically using the same
providers. It tends to wash out differences. So if we're
thinking in terns of hel ping beneficiaries nake deci sions,
these big network plans reduce the utility of plan |evel
activity.

| think the plan |evel requirenents al so have a
maj or cost froma provider perspective. Put yourself in the

position of a provider that contracts with four or five
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different health plans that now have quality inprovenent
mandates that they're all tackling in a different way. And
so they've got this bureaucracy, this regulatory burden if
you will that's created by trying to help different plans
meet mandated quality inprovenent requirenents when they
participate in multiple networks.

This, to nme, is grossly inefficient. And as |
say, it's of little added value to the beneficiary.

Finally, as | said yesterday, it seens really
perverse to ne to say well, if you have greater capabilities
we're going to put nore weight on your back because what
that does is create an incentive for people to say well, I'm
going to disavow responsibility. | don't want to devel op
capabilities to inprove quality because they're just going
to make ne carry nore wei ght.

So | was the one who was saying let's get out of
this. Oh, we're going to be flexible based on pl an
capabilities because |I think that it's perverse in the
incentives it creates and the value to beneficiaries is
mnimal and it's really burdensonme to providers that
participate in multiple networks.

And on top of all of that, I think we knowthis is
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still an enbryonic field, quality inprovenent. It is rife
with problens. Measurenent problens, risk adjustnment

probl ens, how you engage clinicians nmeaningfully in quality
i mprovenent. | think that nandates, especially uniform
mandat es or even vari abl e mandates, are just going to get us
in a peck of trouble here.

And so | was the one who said yes, maybe let's
back away fromcurrent law and say in recognition of the
conpetitive playing field problens, in recognition of the
i nherent difficulty of this field, we ought to be trying to
support, reward, encourage quality inprovenents by
provi ders, whether they're in fee-for-service Medicare or in
a managed care plan of whatever type.

DR. NEWHOUSE: |'m synpathetic to that view, and I
kind of started where Mary started, that recomendati on one
has a quality inprovenent flavor about it and recommendati on
two or option two has a quality assurance feel about it. |
think we woul d hel p ourselves to distinguish those. |'m
with denn that quality inprovenent, it seens to nme, it wll
be successful if it's voluntary or conmes fromwthin the
organi zation, professional notivation and so forth.

Mandating quality inprovenent, I'mnot sure is
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going to be very successful. Mybe there's sonme evi dence on
that. | don't know.

So that would be the general approach |I woul d take
with quality inmprovenent. | don't knowif that rises to a
reconmendati on or not.

In the quality assurance front, insofar as this is
concerning plans, | had a couple of points. First of all,
it seems to ne the plans value added is likely to be
greatest in the coordination across providers area. That
the plan has kind of the | east |everage within provider, but
t he handoffs and so forth is where it could potentially add
val ue.

Secondly, | would set the bar for the plan, if
we're going to do this then, I nmean mnimal requirenents is
fine but I would like to conpare it against traditional
Medicare. It seens to ne that that's the right -- at |east
if we're tal king about value added -- that's the right
conpari son as opposed to an abstract standard. But there's
some m ni mum abstract standard al so, that really should be
t here.

DR ROAE: | think we're backing off alittle too

far. 1'll take my health plan CEO hat off and put ny
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geriatrician hat on here for a mnute. | think that, as we

sai d yesterday, because of the |ack of incentive from

enpl oyers -- but we'll get to that change, maybe we'll get
tothat in a fewmnutes -- there's not been the devel opnent
of quality oriented products, if you will, in the comrerci al

managed care narket pl ace.

Medi care has a great opportunity to really
incentivize, foster innovation, reward it. | think that's
great. But | do think that -- and notw t hstandi ng the
hassl es of managed care lite and physicians having to report
to four different managed care plans and four different
times of the year and four different HEDI S variant mneasures,
et cetera -- and we're trying to work on that, by the way.
The industry is trying to, with NCQA, is trying to devel op
an approach to that.

Notwi t hstanding that, | think that the prom se of
managed care is higher quality at |ower cost, nore
prevention, et cetera. And that's what M+C should be. And
we should be held to some higher quality standard than
traditional Medicare because that is the prom se.

| don't know where to go. Wen I'mlistening to

you and Joe, and | know it nakes sense, it's logical, it
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just sounds like backing up a little too far for me and |'d
like to have sone hurdle there for quality as the standard
in the M+C, recogni zing innovation and reward.

MR. HACKBARTH. |Is the only way to show support
and | eadership a mandate, | guess is what it boils down to?
Are there other ways that we can show | eadershi p?

| agree that Medicare should be a | eader in this.

Do we have tools in our box other than well, let's require
it?

DR. RONE: | understand what you're saying and |
t hi nk you understand what |'msaying. |If there's enough

i nnovation there and if there's a neaningful reward, then
we'll get the result, | think. But |I'mconcerned that there
m ght not be. And the purely voluntary piece of it scares
nme unl ess there's a real incentive because we've seen purely
voluntary not work in the absence of incentives.

M5. NEWPORT: | confess, like others, to be a
little startled with the idea of backing off the M+C
standards, frankly. That wasn't what | thought was
happeni ng in the discussion yesterday.

VWhat | wanted to convey through our report there

was an interest in addressing some of the issues also on the
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fee-for-service side right-sizing the standards. | think
Bob said it best yesterday, which was not seek a m ni mum of
best practices but incentivize, encourage an atnosphere
where nore dynamic quality inprovenment standards were put in
pl ace.

So while the intuitive to that is a base, |
believe, | was very concerned with -- and Mary can probably
speak better to this, that on the fee-for-service side,
which is where the bul k of our Medicare beneficiaries are,
that as a purchaser Medicare needed to seek a nethod to
export best practices or neasure. | think Alice said that
yesterday. Measure or confirmthat indeed best practices
were out in the fee-for-service area as well. Intuitively
t hey probably are to sone extent.

But if you're going to be conparing or provide
tools for beneficiaries to conpare where they should be and
be assured that they're getting good quality and the
governnment is paying or they are paying for good quality,
that's what we're trying to do. So it was taking this,
evolving it into a higher formof quality for a very |arge
pur chaser.

So | just don't want to convey the nessage that
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we' re sonehow seeking to take a backward step on this, but
encouragi ng and incentivizing. | don't know how we bridge
this at this point, but that's ny view | really think what
Bob said yesterday was what | was very confortable with

MR MILER 1'd like to make nmy effort at the
exegesis of these quality of care standards. Just
consistent with what all four of you who have spoken have
said. In between things |ike conditions of participation
and accreditation and so forth, there's a basic |evel that
sonme entities have gone through. Ooviously, the nore
organi zed entities have al ready been doing it for many
years. And even the Joint Commr ssion has tried to nove
beyond the QA into CQ over the course of the last four or
five years.

So | share with the comments that have been nade
so far that we should not back off of those. | think that
woul d be going in the wong direction. That's been hard to
i npl enment over a long period of tine that successive change.
Provi ders have gotten used to that, so | think it nakes
sense to keep going in that direction.

So ny sense of both what we shoul d be saying, and

what we said yesterday, and what | hear the four people
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saying, is we want to be encouragi ng best practice. W want
to encourage that, in part, by rewarding it. | think
recommendati on one, in ny view, captures that better than
recomrendati on two.

| don't like words like mninmal and basic. First
of all, it should be basic twice or mnimal tw ce, but nost
people don't like to vote for mnimal and quality. It
scares people to just have mnimal quality. They want a
little higher threshold than m ni mal.

Whet her one wants to use Joe's words from
yesterday of quality assurance, or whether that's too much
technospeak, it probably is for nost beneficiaries. They
don't understand the difference between QA and CQ .

But ny sense is nore with recommendati on one,
reward for inprovenent. A sense of not backing off where we
are already. On the other hand, as Joe has said, let's not
mandat e beyond that but reward and encourage beyond where we
are right now So |I think one captures that better.

Again, the mninmal wordsmthing I would do on one
is sone people don't like to tal k about uneven quality. It
scares them So probably differential m ght be a better way

of discussing that, rather than uneven. And then | think we
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shoul d be making a bold statenent about trying to really
i nprove the quality of care in the basic Medicare program
but understanding that that conmes fromvoluntary efforts at
this time, rather than through mandat es.

DR. ROAE: So you'd take the second sentence of

option two and add it to option one?

MR. MJULLER: No. | happen to think one captures
it reasonably -- the way |I'mreading the second sentence of
one and two, |I'mreading themreasonably equivalent. | want

to get rid of mnimal and | want to get rid of noving
backwards. Going forward should come through rewardi ng
rat her than through nandates.

DR. RONE: That's what |'m | ooking for.

MR. HACKBARTH:. Let ne pick up on the conpensation
versus reward. To ne, at |east, conpensation sounds
exclusively |ike nonetary paynment. In an abstract sense
maybe that's what you want to do, but | don't know how it
coul d ever practically be done. Reward is nore flexible and
it could be we give thema seal of high quality that is then
mar keted to beneficiaries. Between those two words | would
certainly prefer reward.

DR. RONE: The problemis we don't want to reward



10

11

12

13

14

15

16

17

18

19

20

21

22

397

them just for higher costs. W went to reward themfor
hi gher quality. So the wording here in one kind of suggests
hi gher costs.

MR. HACKBARTH. So that's where you were going,
take this sentence from nunber two and nove it over

DR. NEWHOUSE: dd enn, naybe we should drop the
conditional of this and just say, Medicare should reward
pl ans and provi ders who denonstrate superior quality, or
sonething |ike that.

MR. HACKBARTH: And add that onto the end of
option one?

DR. NEWHOUSE: Inplied in the first sentence is
that the capabilities are uneven. Wiy are we nentioning the
first sentence if the capabilities are equal ?

MR. MIULLER: Joe, part of what we discussed at
great length yesterday is a |lot of these capabilities are
still in process rather than outcone because of all of the
argunments over why we can't neasure outcones very well right
now. So we are still at a state where we want to reward
i nnovation -- to use Alan's words -- we want to reward
innovation in quality inprovenent processes, which hopefully

will lead to i nprovenents in outcones.
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But | think nost anybody concedes the evidence on
that is hard to marshal at this point.

DR. NEWHOUSE: Indeed, |I'm nervous that rewarding
sonme di nmensions, as | said yesterday, may result in give-ups
on ot her dinensions that |eaves us unbal anced and no better
off. But that's an enpirical issue.

MR. HACKBARTH. Let ne see if | can crystallize
where | think we are in ternms of |anguage in option one.
What | hear people noving towards is sonething |like the
following. The first sentence as is, take into account the
varying capabilities. And then --

DR. NELSON: denn, try and do it so we don't
start out with a caveat. 1'd like to start out with a
strong statenent that support quality inprovenent or quality
assurance or both. W start out with a caveat that sort of
says if.

DR. NEWHOUSE: What if the first sentence is
Medi care should reward plans and providers that incur
additional costs in Q efforts.

MS5. RAPHAEL: The Secretary should apply quality
i nprovenent standards [inaudi bl e].

DR BRAUN. |1'd really like to cone back to Alan's
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original thing. | think I"'mnext on that I|ist.

| really like the idea of differentiating between
qual ity assurance and quality inprovenent. | think that's
important. And option two really does that if we | eave the
first sentence in. And in the second sentence put Medicare
should reward quality inprovenent efforts that exceed
m ni mal requirenents.

If we take the word voluntary out, then you could
have it either voluntary or non-voluntary. At the nonent,
it's not voluntary for health plans. But | think it |eaves
us a little freer than just rewarding the voluntary ones, to
reward either ones. But | think we want to reward quality
i mprovenent but we want to keep in place that there is
qgqual ity assurance.

And it seens to nme that we're heading for a goa
of high quality and there are going to be different ways for
different groups to get there, but at sone point what now
are basic quality requirenents could be raised as we find
ways that everybody can neet certain things.

DR. RONE: Wbuld you accept, Bea, getting rid of
the word m nimal and having standard requirenents? That's

one of Ral ph's concerns, that mninmal really sounds --
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DR. BRAUN. Well, exceed requirenments mybe.

Again, if you take voluntary out, take m ninmal out so that
we're allowing -- | nmean, we're going to depend on how
i nportant they are.

MR. HACKBARTH: Bea, what about the reference in
option one to varying capabilities? Renenber that the
guestion we were asked by Congress is should there be
uniformrequirenments or should we take into account varying
capabilities. | know that's a paraphrase.

DR. BRAUN: | think, again, we're talking about
two different things, if we're tal king about quality
i nprovenent or quality assurance. And | think they keep
getting m xed up. They keep getting mxed up in this
chapter.

| think easily we could add that on to that first
-- or put it first, taking into account capabilities of
different providers and plans, all plans and providers
shoul d be required to neet basic quality requirenents. That
coul d be added on.

But | think there are basic quality requirenents
that should be net across the board regardless. And then

the quality inprovenent standards will differ, depending on
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the ability of the providers.
MR. HACKBARTH: W need to get to a vote here.
MR. FEEZOR Bea actually has raised a concern
that 1 had. | think we're trying to play chess on three
| evel s of the chessboard here. | think the quality
assurance that Bea talks to, and | think that Joe tal ked
about, is really nore what we think ought to be avail abl e,

information that ought to be available to all enrollee, al

Medi care enroll ees, sort of certain basics. | think if we
think along that |level, information that m ght go to the
patient if you will, on some sort of quality assurance or

accountability, then there is | think the issue of quality
or accountability that is needed from Medi care as a
pur chaser, regardl ess of what venue.

And then there is perhaps a third sort of quality
assurance that we try to get that is to CVM5 as a regul ator
to make sure that within the Medicare+Choice and some ot her
arrangenments that, in fact, there is at |east assurances
that some of the perversities of the incentives that m ght
be within those plans do not occur.

So | think if we think along those lines, | think

it leads us back to what Bea, and | think Joe, were talking
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about. W need to talk about sone mnimal |evel that may be
constantly ratcheted up that goes for all enrollees,
information on quality that hel ps them nmake deci sions. And
then that, in terns of the sort of quality inprovenent,

whi ch quite honestly many of our accrediting institutes that
we referenced yesterday really are using, as Ral ph said,
because there are not good outcones neasurenents. So we
sort of say well, if you' re making efforts towards quality

I nprovenents.

So | agree and | think taking the diverse starting
poi nts of providers and plans, the sentence, and perhaps
sonme of Bea's comments, drafting that onto option two may
get us a little closer to where I think we need to go.

MR. MIULLER Let nme then suggest a conbination of
the two. That you take sentence one fromoption twd. All
pl ans and providers should be required to neet -- 1'Il |eave
the word basic in -- quality requirenments. And then you go
to option one. The Secretary should take into account the
varying capabilities. | think that varying capabilities
concept is very inportant to have. And then if this results
inadifferential |evel of quality requirenents, Mdicare

should reward -- to use denn's phrase -- plans and
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provi ders who -- we have to work on the syntax here because
we don't want to reward people for additional costs. W
want to reward people for quality efforts that may | ead --

MR. HACKBARTH. Ral ph, along those lines, if we're
trying to make this distinction between basic quality
assurance and quality inprovenent what we may want to do is
make that explicit in the second sentence, which would be
the carryover fromoption one. So we should say the
Secretary should take into account varying capabilities when
devel opi ng and applying i nprovenent standards that go above
t hese basic m nimum requirenents.

So we're meking this contrast between sentence one

and two.

DR ROSS: Can | offer a caution here. Let's not
try to cramit all into the reconmendation. | think it's
inplied there that quality assurance for all, quality

i nprovenent where we can, taking into account varying
capabilities, rewarding those who incur additional costs,
nmeeti ng those [inaudible] additional steps.

M5. BURKE: | have a concern about reference to
basically financing additional costs because we will create

a new industry in finding additional costs. So |I think the
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issue is not additional costs. The issue is rewarding
effort. So I'd strike additional cost.

DR, REISCHAUER This is ny attenpt to probably
pack too nuch into one reconmendation. All plans and
provi ders should be required to neet basic quality assurance
standards -- and then maybe or maybe not we could say --
that shoul d be periodically strengthened, reflecting the
various capabilities of different organi zations. Medicare
shoul d reward plans and providers whose efforts to inprove
quality lead to significantly higher -- | don't want to say
gual ity again. That's another aspect but we haven't tal ked
about that at all. And we're using the word reward, so we
aren't tal king about cash necessarily.

M5. NEWPORT: We have a Rosenbl att proposal over

her e.

M5. ROSENBLATT: It's very simlar to option two.
Just adds a couple of words. Al plans and providers should
be required to neet basic quality requirenments which take
into account the capabilities of providers and pl ans.
Medi care should reward plans and providers whose quality

i nprovenent efforts exceed requirenents.
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DR. REI SCHAUER. What that says, Alice, whose

efforts exceed quality inprovenent requirenments or
standards, or whatever you said. That's if you do nore than
is in the law now you should be rewarded. | think the
guestion was, in sone sense, what's in the law now. It's
reasonable to ask, the differential.

DR ROWE: She has that in the first sentence.
Read it again, Alice.

M5. ROSENBLATT: All plans and providers should be
required to neet basic quality requirenents which take into
account the capabilities of providers and plans. Medicare
shoul d reward plans and providers --

DR. REI SCHAUER: What you just said then would be
the quality assurance could be different. That's Jack's --

DR. NELSON: What we're saying is that
Medi car e+Choi ce has a higher level of quality assurance
currently under |aw than can be applied to traditional
Medi care because they don't have the capacity to know what
percentage of patients are having flu injections and so
forth. The HEDIS requirenents are different.

So the taking into account the capabilities of

provi ders and plans has to be applied to the basic quality
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requi renents, just as Alice recomends it.

Then there's the second. Because Congress
originally asked us should the requirenents that
Medi car e+Choi ce struggl es under be also applied to
traditional Medicare. And we say yes, if they have the
capability. So that's where that qualifier has to be.

DR. RElI SCHAUER: Wich we've said in the text.

DR. NELSON: But they nmay achieve it. So then the
second sentence identifies the inportance of continuing to
try and inprove that capability.

DR, STONERS: Alan, I'd like to take it a step
further. | still think that if we just took the first
sentence out of option two, like Ralph is tal king about, the
first sentence out of option one. That way we are still
sayi ng that regardl ess of the type of plan, the Medicare
beneficiary is going to be assured a basic |evel of care,
regardl ess of what kind of plan they're in. And that we
shoul d take into account -- and | like it because it has
quality inmprovenent init.

And then go back to the | ast sentence of option
nunber two, reward plans and providers for efforts that

exceed the m ni mum requirenents.
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So | think that way we still have a basic quality
assurance for the entire program W recognize different
i nprovenent standard ability, quality inprovenent
capabilities, and there's a reward to doing that. So |
think that would cover everything that we're tal ki ng about
and still hold a high standard for the program

DR. NEWHOUSE: | have two problens, the first of
whi ch Bob Rei schauer did get around, which is the first
sentence of one tal ks about quality inprovenent standards.
|"mnot sure there are quality inprovenent standards.
There's various kinds of quality inprovenment efforts that go
on. There's kind of mnimal quality assurance standards, in
my view, at least as | understand this.

The second is |I'mnervous about -- although | was
the guy that introduced rewarding, | think, yesterday or the
notion that it was an incentive rather than a requirenent.
| " mvery concerned about rewarding just anything that
happens to appear out there w thout having a clue about what
it's buying us. Qur |anguage seens to allow for that.

That is to say, it seenms to just reward anyt hing
t hat sonebody | abels as a quality inprovenent effort.

DR. ROAE: So you want sonething |ike, advances in
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the quality of care --
DR. NEWHOUSE: That can be denonstrated to achieve
an inportant or worthwhile advance in the quality of care.

DR ROWE: You want outcone, not process.

DR. NEWHOUSE: Well, if process -- if we know
process links to outcone fromother data, |I'd be willing to
buy process. ['ve just got to knowthat it's worth the

nmoney |' m spending to do this.

M5. BURKE: | just said to Ralph, this is just
like sitting in a Ways and Means Finance Committee
conference, just as circuitous. Brings back a | ot of bad
menori es.

DR. ROSS: Let ne offer one nore unpal at abl e
alternative. Gven the circuitous discussion, which | don't
see getting to closure here, that we bring this back to you
in Decenber. W have a statutory deadline that is prior to
that, but |I think we should be nore concerned about getting
to the right recommendation than in neeting a particul ar
deadline. There's not a policy action imediately pendi ng
on receipt of this report.

MR. HACKBARTH. | think it's a little difficult,

or it's alittle difficult for me to follow the varying
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rewites of this. | think we would benefit from having
staff try to clean it up and cone back with a specific
pr oposal .

It might be worthwhile, though, Murray to try to
do at |east part of it on e-mail before the nmeeting, so that
we don't have to sort of pick it up cold again at the next
neeting. | would like to cone back and be ready within five
mnutes to vote as the first two. Does that make sense to
peopl e?

DR. RONE: denn, let ne make a suggestion. |
believe we are prisoner of our own process here, to sone
degree. W are trying to get several specific and different
i deas and principles into a kind of two sentence
recommendation. W nmay get there better if our coll eagues
are given sone flexibility to wite sonething which is a
little nore detailed and says with respect to the issue of
guality in Medicare, the Conm ssion identifies the foll ow ng
princi pl es or sonet hing.

There are four or five ideas that are not that
much in conflict that we just can't quite seemto get into
this format that we're using. So we mght try alittle bit

different format.
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MR. HACKBARTH. | think it's worthwhile struggling

with this one to try to find a consensus. | certainly

woul dn't want to convey the nessage that | am uninterested
inquality or | don't think that Medicare should be a | eader
inquality. So l'mreally reticent to vote no. | take
seriously what Sheila and others have said about backi ng off
fromcurrent |aw

So | think it's worth the struggle to see if we
can come up with sonething that everybody can agree to.

Pl ease, when you get the e-mail, if you wll
respond to that, probably the quicker we can do this while
it's fresh in people's mnds the better.

MR MILER I'd like to make one brief conment on
the rewardi ng or conpensating. | don't think it should be
reduced just to a kind of financial conpensation issue.
think part of the discussion we had yesterday, at |east Joe
and | were pushing, was we want sonething that's nore
conparable with what cane with the cardiac data in New York
state which encouraged i nprovenent of quality versus the
kind of nortality data which caused everybody to say you
don't know how to do risk adjustnent and so forth

So part of this is you want to have quality
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we want to be innovative of that and

encour age people to inprove the quality of care, as opposed

to being penalized for doing so. So it's not just a cause

i ssue.

It's al so peopl e being scared of getting into these

processes because they think the wong nessage is being put

forth.

hope doesn't get

must be,

That was really,

DR WAKEFI ELD: |

that this an end.

t hi nk, part of the sense that |

| ost as you rewite this.

appreciate how difficult this

| wasn't part of yesterday's

di scussion so nmaybe I'mcomng fresh to it and |I'm happy to

have another three hours of discussion about this topic. |

won't encourage that except to say that this comes down to

me in sort of a persona

way. And why | think it is

i nportant to do just what you' re suggesting, Genn, and try

and get this as close to right as we think we can.

fee-for-service,

Using my owmn |ittle 82-year-old nother, who's in

as an exanple of a Medicare beneficiary, we

t hi nk about cost of quality inprovenent. | also think about

the fact that she's had three different procedures in the

| ast three years that our

One,

car pa

t unnel

surgery,

Medi care program has paid for

first done on the wong hand.
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Secondly, steroid injection, different provider, different
hospital --

DR ROWNE: North Dakota?

DR. WAKEFI ELD: | woul dn't say where, except |l
say this nmuch -- no, not North Dakot a.

[ Laught er. ]

DR. WAKEFI ELD: And the second procedure, a
steroid injection under fluoro in an outpatient departnent,
wong hip. There's a lot that we've got to -- and Medicare
paid twice for two different procedures.

So true enough, we may not be able to quantify
right now what it is a Q brings to us, but I can sure
guantify what happens when we don't have systens of care in
place. And I'Il be very strong to say |'mnot talking about
poor providers. |'mtalking about systens of care that
coul d have been in place and preventing both of those things
f rom happeni ng.

Soit's areally inportant struggle. She's just
an n of one, but | wouldn't wish it on anybody else. So |I'm
glad we're going to cone back to this one nore tine.

MR. HACKBARTH. That's a good concl udi ng note.

DR ROWE: denn, I'd like to comment on this.
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Let ne just pass this around, if | mght.

MR. HACKBARTH. Sheila is raising an inportant
point. W did have other reconmendations in this particular
report. M recollection was that there was not much
controversy about them W probably ought to handle them
all as a package when we vote, and not do it separately.

M5. M LGATE: There's sonme |ink between how we do
one and the back of it, so that's probably good.

MR. HACKBARTH. Ckay, Jack, do you want to
descri be the piece that you passed out?

DR. RONE: | nentioned yesterday that there hadn't
been much in the way of activity fromthe plan sponsors with
respect to requiring quality or paying for quality. This
article by M| Freudenhei m appeared in today's New York
Ti mes describing a consortium of sponsors in Florida,
Lockheed-Martin, Walt Disney Wrld and Universal Studios,
who are going to reward doctors and hospitals presumably
based on their conpliance with AHRQ standards for treating
certain diseases.

This is very encouraging. These are obviously
sel f-funded plans that are doing this. And it notes

sonmething else that is being done in New York with Enpire
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Bl ue Cross and a nunber of |arge sponsors.

Ali ce nentioned sonet hing about Wl |l point recently
had a ot o press. And there have been other -- US
Heal t hcare years ago actually started doing this in
Phi | adel phia. So there are a nunber of different
initiatives but this is encouraging that it's happeni ng now
and maybe there will be nore like this.

Having said that there wasn't much of this, |
wanted to bring this to people's attention. Thank you.

MR. HACKBARTH. Thanks, Jack. Thank you, Mary and
Kar en.

David, you're next up. W have sone carryover
busi ness about the regul atory burden recomendati ons.

MR. GLASS: Everyone shoul d have a new package of
seven recomendations in it since we sinplified this by
getting rid of one yesterday. W just want to tal k about
recommendati on two and three which we rewote in accordance
W th your discussion yesterday.

Reconmendati on two we changed by addi ng the
written guidance explicitly. W also added the part about
t hey should not be required to refund rel ated paynents if

the guidance is later found to be in error.
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MR MILER denn, | think this reflected a | ot

of the conversation yesterday. | just want to make the
sinple point that they're not going to provide witten

gui dance no matter what we tell themto do, because nobst of
this happens in real tinme. |It's oral, 99.9 percent of it's
oral. | feel there should be witten guidance but we

shoul dn't pretend they're going to do very nuch of this, and
the nost we require it, even the one-tenth of 1 percent
won' t happen.

DR. RONE: They mght do it on e-mail. That would
count as written.

MR. MJULLER: So that in sone sense | would like to
offer a different -- given that by and | arge these kind of
requests for guidance cone in real time on the tel ephone
between the staff and the carrier's staff. So |I'mnot as
worried about the oral guidance as maybe Jack's comments
i ndi cat ed yest erday because you can at | east wite down your
version of the oral guidance. But I'mjust worried that
written gui dance --

DR RONE: It's not binding.

MR, MIULLER | knowit's not binding. It won't be

as binding. But the point is, the witten guidance is just
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never goi ng to happen.

DR. REI SCHAUER: The airlines tape and banks tape
conversations. | would insert the word tinmely into this
thing, if we're going to nove forward with this
reconmendati on.

DR. RONE: Just say, witten or electronic.
really think e-mail -- they're sitting there at the
conputer. They're on the phone with the doctor and they
say, okay, what's your e-nmail address? | wll e-mail you
this -- bam

MR. HACKBARTH: W' d add the notion of electronic
witten or electronic guidance, and tinely.

MR. GLASS: Do you want us to put that in the text

or just --
M5. BURKE: Yes.
MR. GLASS: But you want tinely in here, right?
MR. MJULLER  Yes.
MR. HACKBARTH. Tinely definitely needs to be in
t he recommendation. Electronic can be in the text. | don't

think that needs to be in the recommendati on.
Any ot her comments about nunber two?

MR. GLASS: (kay, nunber three --
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MR. HACKBARTH. Wy don't we vote on it? Al

opposed to recommendati on nunber two?

Al in favor?
Abst ai n?
kay.

On nunber one, did we vote?

MR. GLASS: | thought you voted that yesterday.
You did vote yesterday, yes. You don't have to vote again.

Nunmber three we changed a little nore
substantially, and I think this is what the Comm ssion was
tal king about. CMS should explore ways to reduce routine
adm nistrative requirenments for plans and providers that
denonstrate sustai ned good performance. It was to change
the tone of the programwe woul d nove away fromthe
punitive.

MR. HACKBARTH: Ckay. All opposed?

Al in favor?

Abst ai n?

Is that it?

MR GASS: | think that's it, yes.

MR. HACKBARTH. Thank you.

Next up, what's next for Medicare+Choice?
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DR. HARRI SON: Today we have assorted topics on

Medi car e+Choi ce. The panel you see here will present four
different topics related to Medi care+Choice that will give
you a chance to see where we are on these Medi care+Choice
issues. W don't have any draft recommendations to present
today. Instead we will listen to your discussions then cone
back in Decenmber wi th Medi care+Choice draft recomendati ons.

Susanne will start with a quick |look at the
benefits that will be offered by Medi care+Choice plans for
2002. Next Dan will give you an update on the current
status and next steps for risk adjusting paynents to the
plans. And Ariel Wnter, in his MedPAC debut, will follow
with a report on the GVE carve-out from Medi care+Choice
paynent rates. Finally, | will take a | ook at the issue of
usi ng conpetitive bidding to set paynent rates.

Susanne?

DR. SEAGRAVE: Good norning. At the Cctober
nmeeti ng, the Conmm ssion expressed sone interest in getting
i nformati on about the 2002 Medi car e+Choi ce benefit packages.
| am here today to present some prelimnary findings of our
analysis. | want to stress that these are very prelimnary.

So far staff have anal yzed the benefit package
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al ong two di nensions: the prem uns that plans are charging
and the outpatient prescription drug benefits that plans are
offering. W have not yet | ooked at hospital coverage and
i npati ent coverage and those sorts of issues.

In the first slide we present national trends from
1999 to 2002 in beneficiaries' access to plans with sel ected
benefits. | think it's fair to say in general that access
to these types of benefits have declined from 1999 to 2002.
| wanted to note here that we are | ooking at al
Medi car e+Choi ce plans except for the private fee-for-service
plans. 1'Il allude to that nore in a mnute. As you can
see, from 1999 to 2002 access to zero premumplans in
particular declined a lot. It fell by about half, in fact.

You can see in this slide that beneficiaries who
live in urban areas still have nbdest access to many of
t hese types of benefits. However, in rural areas | think
it's fair to say that access is close to none in rural
areas. But | wanted to point out that in fact al nost 30
percent of beneficiaries in urban areas have access to a
zero premium plan that also offers a drug benefit.

As you can see, there's also a continuing

di sparity in access between floor and non-floor counti es.
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By floor counties | nean those counties in which the
Medi car e+Choi ce base paynent rate is either $475 or $525.
The non-fl oor counties include all other counties.

DR. NEWHOUSE: Susanne, can | ask, these are
per cent ages of plans or percentages of beneficiaries?

DR SEAGRAVE

These are percentages of beneficiaries.

DR. NEWHOUSE: So they're beneficiary wei ghted.

DR SEAGRAVE: Yes. W see that access to zero
premumin prescription drug benefits in floor counties
still lag behind the access in non-floor counties. | wanted
to point out here again that we have excluded the private
fee-for-service plans because we typically do exclude them
in this kind of analysis. But even if we included them the
private fee-for-service plans do not have zero premuns. In
fact | think one of the plans has a $78 prenmi um and the
ot her one has an $89 prem um and neither plan offers
prescription drug benefits.

In the previous three slides |I've given you sort
of a 30, 000-foot overview | ooking at whether a plan offers a
prescription drug benefit or not, and other whether it

offers a zero premumor not. W haven't gotten very far in
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| ooking nore in depth at these benefits, but | wanted to
just give you a flavor, nore sort of a qualitative flavor of
what we have observed m ght be going on underneath the
sur f ace.

The first trend that we find is, obviously, that
prem uns are increasing. In fact if we ook at all plans we
find that the average premumin 2001 was about $23, and in
2002 will be about $35. If we limt our analysis to only
t hose plans that charged a positive premumthe average
increases from$41 in 2001 to $58 in 2002. So that gives
you a flavor of how nmuch prem uns are increasing.

Among plans that offer a prescription drug
benefit, we exam ned themto see how that benefit m ght have
been changi ng next year. Two general patterns that | just
wanted to point out are enmerging. First is that plans are
i ncreasing their copaynents for outpatient prescription
drugs, which | don't think is a big surprise to anyone. And
the second trend that | particularly found interesting is
that many of the plans are dropping their brand nane drug
coverage. They're continuing to offer generic drug coverage
but are dropping the brand nane coverage.

So those are sonme of our prelimnary findings, and
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if the Conmissions like we will continue to conme back with
nore findings.

M5. ROSENBLATT: Susanne, this is a great
direction. | just have a suggestion. W heard from Pau
G nsburg yesterday norning on overall trends affecting
under - 65 non- Medi care population. | think it mght be
interesting to ook at the trends that we're seeing in
Medi car e+Choi ce al ongsi de of what trends are we seeing in
the overall industry.

| think one analysis that | mght be interested
in, when you're tal king about going from | think you said
$41 to $58, that's alnost |ike what's happening to the
enpl oyee portion of a total comrercial premumrate. You're
only see a piece of the total. So even though the
per cent age sounds very high, if you were to say, what's the
total cost of the programif you added in the Medicare
paynent as well as that prem um and then said, what's that
percent age, and how does that percentage conpare to the way
we're seeing conmercial premuns go up, | think you' d have a
nore apples to appl es conpari son.

DR. RONE: Susanne, | think it would be hel pful

also if you can get these data, and | don't know whet her you
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can, to look at the proportion of the plans that are at the
maxi mum permtted prem um because unlike the situation in
the comercial HMO or a plan where there is no statutory
limt to what it could go up to.

As | said at a prior neeting, | think that a | ot
of the plans that stayed in Medicare+Choice did so by nmaxing
out on the permtted premumin their area, and they're kind
of on the cliff of dropping out of the program because
t hey' ve got nowhere else to go with respect to increasing
revenues. It would be interesting to know what proportion
of the plans are at the maxi mum conpared to what proportion
were at the maxi mum bef ore.

I n addition, one of the factors that that would
provide insight inis, while there has been this increase
from$41 to $58, part of that popul ation could not increase;
they were already at the maxi num so they didn't increase.
So that the proportion of the plans that increased, as
opposed to the ones that could increase is -- the
denom nat or should be the ones that were not at the maxi mum
-- would also be an interesting nunber. So those would be,
if you have those data, two suggestions.

DR. HARRI SON:  Jack, the data there is a little
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strange because it's not that there's a nmaxi mum prem um
There's a maxi num of copays plus premum |'mnot quite
sure how we would find that, because if you were going to do
an ACR proposal ny guess is you would nax that out and then
charge a prem um above that for supplenental benefits. [|I'm
not quite sure how you'd tease that out otherw se.

DR. ROWNE: The plans have the data.

DR. HARRI SON: But they still make choi ces al ong
the prem um copay continuum and |I'mnot quite sure how that
woul d - -

M5. NEWPORT: Jack, | think he's right. It would
be difficult. It's not that you exhaust your prem um and
then go to the other copays. You build it differently so
that the max on your premiumis sonething that, depending on
your market, you may never theoretically go to it.

DR. RONE: | understand, but | guess | was | ooking
for those that felt they don't have any room

DR. HARRI SON: Now there is an issue there and
it's a geographic issue, in that plans in New York, for
i nstance, may -- the out-of-pocket maxi mum for beneficiaries
is calculated on a national average and that does not vary

by area. So plans in New York nmay have a di sadvant age
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because if their patients have hi gher copays they' re not
going to be able to -- they may hit their cap faster. So
that may be something we would want to | ook at.

MR. FEEZOR: These figures are fairly close to
what we've observed within Cal PERS in terns of our Medicare
suppl emrental market. Susanne and the rest of the team |
don't know whether there's any -- I'mcurious as to the non-
avai lability of Medi care+Choice plans in urban counties
where in fact there is a good HVO nmarket, or there m ght be
an HMO mar ket .

In California we're looking -- there is very
clearly an urban-rural issue, but there's also what | cal
t he non-conpetitive health care narkets where in fact
choices are not available. It's an issue that | think that
-- maybe it's unique to California, but when | think of
Monterey County it's hard to think of that as a rura
county, and yet that's one of the -- for instance, an area
that we don't have choice. So | don't know whet her you can
find any anecdotal or information relative to why choices
are not in some of the urban areas would be interesting.

M5. ROSENBLATT: | just want to pick up on what

Jack said. | think there is an area of investigation there.



10

11

12

13

14

15

16

17

18

19

20

21

22

426

|"mnot an expert on it, but there is sonmebody at Wl point
| could put you in touch with. There's an actuary that
real | y understands how the actuarial value of the out-of-
pocket benefits goes into this. | think there is an
interplay there that's worth consi deri ng.

MR. HACKBARTH. Ckay, we should go ahead and nove
ahead to the next step. Wo's up now?

DR. ZABINSKI: Today |I'mgoing to talk about the
status of risk adjustnent in Medicare+Choice. Risk
adj ustnment in the Medi care+Choi ce program has received
consi derabl e attention since the programwas created, and
today I'll discuss the status of that devel opnent. But
before doing that | think it would be useful to review why
risk adjustnent itself is inportant.

Now t he purpose of risk adjustnment is to pay plans
fairly for the expected cost of their enrollees if base
paynent rates are set properly. |It's inportant to
understand that fair paynents can only occur if both the
base rates and risk adjustnment work properly. If both are
acconplished, plans will not | ose or gain based on whet her
they attract beneficiaries in good health or bad health.

| nstead they woul d conpete on the basis of benefits and
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services. Moreover, accurate paynents for enrollees with
serious conditions will give plans greater incentives to
devel op effective care nmanagenent prograns for them

Ef fective risk adjustnment also would allow CVMS to
avoi d overpaynents or underpaynents in the aggregate. Under
t he denographic systemthat is currently in use, for
exanpl e, plans are overpaid for healthy enrollees and
underpaid for those in poor health. Consequently, the
Medi car e+Choi ce program woul d be underpaid or overpaid in
the aggregate if health status for enrollees differs from
t he overal |l average.

Finally, effective risk adjustnment is necessary to
attain the Conm ssion's recomendati on from March 2001 of
financial neutrality between Mdi care+Choice and traditional
Medi care. The intent of that recommendati on was to nake
paynents between the two sectors equal after accounting for
risk differentials.

Now on to the idea of the status of risk
adjustnment. We're currently a long way froman effective
ri sk adjustnent system Currently there's a blend of a
denogr aphi ¢ systemthat was in use before the

Medi car e+Choi ce program was established that's blended with
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a systemthat uses the denographic data and di agnoses from
hospital inpatient stays. It's the PIP DCG nodel. Neither
of these nodels perforns exceptionally.

Now CM5 had intended to replace the bl ended system
in 2004 with a multiple site systemthat uses denographics
and all diagnoses frominpatient and outpatient and
physi cian office encounters. But plans conpl ai ned about the
burden of collecting this full encounter data so the
Secretary suspended the collection of the outpatient and
physi cian data in May 2001.

Currently CMS is looking for an alternative that
woul d not require plans to submt the full encounter data.
But if the agency fails to develop an alternative, ny
understanding is that collection of the full encounter data
will recomrence in July 2002.

In any event, we believe that whatever the nodel
that CVs ultimately devel ops should reflect a nunber of
principles. Two of these principles are sinply restatenments
of previous reconmendati ons that the Comm ssion has made.
First is that risk adjustment should use di agnoses from
multiple sites of care as quickly as feasible.

Second, paynents in Medi care+Choi ce and
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traditional Medicare should be equal after accounting for
risk. The second reconmmendation is inportant because it
indicates that risk adjustnment should redistribute resources
bet ween Medi care+Choi ce and traditional Medicare.

For exanple, if Medicare+Choice enrollees are
heal t hi er on average than fee-for-service beneficiaries,
paynents per beneficiary should be | ower in Medicare+Choice
to the extent of the difference in the health status.
Conversely, 1f Medicare+Choice enrollees are |ess healthy on
average than fee-for-service beneficiaries, paynents per
enrol | ee shoul d be higher in Medicare+Choi ce than
tradi tional Medicare.

Now we' ve al so identified three other principles
that are not based on recommendations. First, sinply that
ri sk adjustnent should be based on data that can be
guantified and that both CMS and the plans can collect.

Second, we recognize that data collection is
costly to plans, therefore the data collection should be
pursued with respect to a principle that the cost of
collecting the data should not be disproportionately higher
than the benefits from paying nore accurately.

Finally, risk adjustnent should not have the
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potential to distort clinical decisionmaking. For exanple,
| ooking at the PIP DCG nodel that's currently in use,
paynents for enrollees with inpatient stays in the previous
year are increased, but that nodel does not increase
paynments for enrollees if the only diagnoses is from

out pati ent system encounters. Some have argued that this
gives plans incentives to hospitalize enrollees in
situations where they m ght otherwi se treat in outpatient
settings. But |I'd like to point out that CV5 has

i npl ement ed nmeasures that make this issue sonewhat
irrelevant in practice.

Now this slide, we have two risk adjustnent
systens that are under consideration. Both are intended to
reduce the burden of data collection on plans. Under option
one, plans would submt primarily diagnoses frominpatient
stays, but they would also submt a few di agnoses from
out pati ent encounters, but far fewer than what CMS woul d
have had them submt under full encounter data. The pl ans
woul d obtain the outpatient diagnoses from several sources,
i ncluding clains-1ike encounter data, disease registries,
| ab data, and drug data. These data would then be applied

to amltiple site nodel that CM5 had consi dered before data
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col | ecti on was suspended.

A second option would have plans submt ful
encounter data with the sanme amount of di agnoses they woul d
have submitted if data collection was not suspended.
However, the plans would submt far fewer variables. OCM
had been asking plans to submt quite a few vari abl es, but
di agnoses, date of service, and enrollee ID are actually the
only variabl es necessary to run a nultiple site nodel.

Now when we conpare these two options we found
three interesting differences. First, option one may not
yield financial neutrality with fee-for-service Mdicare.
This is because CM5 woul d use fee-for-service clains to
identify beneficiaries' diagnoses and estinmate the
costliness associated with each condition.

In option two, plans would identify their
enrol | ees’ diagnoses in an anal ogous way by using cl ai ns-
i ke encounter data. But in option one, plans would use
encounter data as well as data from several additiona
sources, such as drug data and di sease registries.

Consequent |y, under option one plans woul d
identify enrollees with conditions who could not be

identified with clains data, so Medicare would pay nore to
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Medi car e+Choi ce for those enrollees than it would if those
enrol |l ees had stayed in traditional Medicare.

Second, option one woul d di sadvant age pl ans t hat
do not have access to disease registries or drug data
because they would be able to identify fewer enrollees with
conditions that result in higher paynent. This would not be
a problemin option two because all plans would have the
ability to submit encounter data.

Finally, option two has greater power for
predi cting enrollees' cost because it would use nore
di agnosi s information to classify beneficiaries than woul d
option one. And because option two can predict costs nore
accurately, paynments would nore accurately refl ect
enrol |l ees' costs.

|'"d just like to close by saying that today our
intention was sinply to bring comm ssioners up to date on
the status of risk adjustnment. No action on their part is
necessary, but of course we welcone their thoughts and their
comments on the topic.

M5. ROSENBLATT: My thought, first of all, is I'm
really tired of risk adjustnent. W' ve been dealing with

ri sk adjustnment since 1993 | think, and it's really sad that
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we don't seem nuch further along today than we did back
t hen.

| would |ike another option to be considered, if
it's possible. One thing in the narrative struck nme. |
think you had a little table there that said, 6 percent of
the clains exceed $25,000. First of all, let me say that
the Blue Cross-Blue Shield Association wuuld attenpt to nake
data available for you to do risk adjustnent studies, so you
should -- and | think Scott knows who to contact. So |
think it would be worthwhile to try to get some actual plan
data and do some studi es.

| think in doing those studies |I think you should
not only docunment the results but docunent data problens,
because | think you're going to find | ots of data problens.
And actual ly having you experience those data problens and
report on them woul d be hel pful.

But 1'd like to see sone option explored that just
| ooks at the tail to see what's going on. Because the
experinmentation that we've done at Wellpoint with risk
adjustnment, in order to get sone of these nethods, even
met hods that use anbul atory data, to give good regression

coefficients we've had to chop off the tail. | just don't
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think any of these really work very well, so why not do
sonething that's very easy and that just focuses on the 10
percent of the clainms that drive a ot of the dollars.

| also think it would be interesting to docunent,
if you get data fromdifferent plans, are there plans that
are showi ng that they have a better result than the average,
or are there plans that are showi ng they have a worse
result, what's the distribution? So | think just
docunenting where those all fall out --

DR. ZABINSKI: One question. | just want to make
sure | understand when you say, better results, worse
results. Are you saying --

M5. ROSENBLATT: Better than average health status
versus worse than average health status.

DR. ZABINSKI: That's what | thought. Just wanted
to confirm

MR. HACKBARTH. Alice, when you say just focus on
the tail, could you just explain a little bit nore about how
such a system --

M5. ROSENBLATT: |'mtal king about sonething that
woul d work |ike a reinsurance schenme where there would be a

charge PMPM nade to all the plans or sonmething |like that, to
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fund a pool that would then be used to pay plans based on --
for plans that were capitated, capitated providers you'd
need to develop a fee-for-service equivalent. But paynent
for |large anmount cl ai ns.

MR. HACKBARTH. And you'd charge a premumto the
pl ans based on the Medi care experience and how preval ent
t hose costs are in Medicare. |f they have a healthy
popul ati on they woul d never pay for the insurance and --

M5. ROSENBLATT: Right. The idea of it is that
you're only submtting data on those few cl ai ns, as opposed
to data on all enroll ees.

DR. RONE: | have two points. One m nor point,
Dan, is that on the top of page 3 of your docunent you have
an interesting thing. It starts on page 2. You say,
finally a risk adjustnent system should not have the
potential to distort clinical decisionmaking. The PIP DCG
nodel , for exanple, pays nore for enroll ees who have had an
inpatient stay. This provides an incentive for plans to
hospitalize enrollees in situations they m ght otherw se
treat in the outpatient setting.

First of all, I think it's physicians generally

who hospitalize patients, not plans, and | think that that's
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an inportant difference there. Secondly, unless you have
sone data to indicate that plans are hospitalizing
beneficiaries unnecessarily, this is a relatively
inflammatory statenent and | don't think it adds anything to
t he general discussion. |If you have evidence, you m ght put
it in. If you don't have evidence you m ght drop this out
or say, although there's no evidence to indicate this, there
is a theoretical -- or sonething. But | would prefer if we
had doctors hospitalizing people, not plans.

DR. ROSS: Jack, we'd all prefer that. W were
actually restating a concern expressed by this very
commi ssion in previous reports. It refers to an incentive,
not to an actuality, since only 10 percent of the paynent
depends on that system

DR ROAE: | know. It's just people will take

that sentence out independent of the footnote and the other

sentences | think. |'mjust concerned.
But secondly, | think there's an alnost Alice-in-
Wbonder |l and nature to this fromone point of view [|'m not

sure any of these statenents are wong, but | believe the
Medi car e+Choi ce programis not growng. |In fact | believe

it's shrinking. | believe there is a concern in sone
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guarters, including Congress, that it nay not be adequately
funded, and that sone plans are droppi ng out based on that,
or that's what they say the reason. | believe there is in
fact some proposed | egislation to change the funding. |
bel i eve that the beneficiaries in Medicare+Choice plans are
generally felt still, although the gap is narrowi ng, to have
a lower risk profile than in traditional Medicare.

Statenents in here indicating that, of course we
shoul d pay based on the risk will in fact reduce the
paynents to the Medi care+Choice plans and increase the
paynents to traditional Medicare. For MedPAC to therefore,
basi cal |y make the recommendation, which is in the body of
what you've said and witten that the MtC program shoul d
have reduced funding at a point in time when the rest of
this is going on does make us seema little out of touch, or
out of the loop. | think that it m ght be hel pful --

DR. REI SCHAUER: You voted for it last year.

DR. RONE: | understand. |I'mjust trying to put
this in sone -- make us relevant. W mght have a statenent
saying that there is currently discussion about the proper
| evel of funding in the Medi care+Choi ce program or Congress

is considering this, or the Secretary or CVS or sonebody,
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and that in a properly funded MtC programin bal ance with
Medi care there should be allocation according to the risk,
or sonething like that. But just to have it here,
irrespective of anything that's going on in the environnment,
it just seens a little out of touch.

MR. HACKBARTH. \What we're trying to do is define
what a properly funded programis, and our definition of
that is that it ought to be equal to traditional Medicare
after risk adjustnent, and then the cards fall where they
may. So yes, there is a disconnect between what plans have
sai d about their funding and what we've recommended.
Apparently we just don't see eye to eye on a matter of
princi pl e.

DR. NEWHOUSE: Two comments. First on option one.
By the tine you got to the | ast page, Dan, option one seened
to have incorporated drug data, which I don't think is
i nherent in option one. But in any event, | am concerned
about trying to use drug data in risk adjusting for several
reasons. One is we don't have those data fromtraditiona
Medi care, and therefore, | don't know how we incorporate it
into the weighing structure.

Second, |'m concerned about possibilities for
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gami ng with paying substantially, potentially a few thousand
dollars nore on the basis of some nunber of scripts.

My second comment goes to Alice's remarks about
dealing with the tail, which I have never been a fan of.

One for theoretical reasons, and one for enpirical data,
which |I''m happy to share with people. The theoretical
reason is it doesn't do anything about the incentives on the
other end to try to creamthe good ri sk.

The enmpirical data are from sone work by John
Chapman who studi ed 50, 000 people in an I PA, and he | ooked
at the group that was in the top 5 percent of spenders in
year one, and the top 30 percent -- the top 5 percent being
some approximation to the tail. Then he | ooked at what
happened to them downstream and how nuch a plan woul d have
earned if it had been able to get rid of sone fraction of
people in the top 5 percent, sone people in the top 30
per cent .

What he found was there wasn't all that nuch
profit in getting rid of the top 5 percent. The profit was
really in getting rid of the top 30 percent. The reason for
that seened to be that the top 5 percent had a | ot of one-

time only high costs. They regressed to the nean faster
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than the top 30 percent, or the next |evel down where there
was nore chroni c di sease.

MR. FEEZOR Joe, just a quick followup to your
comment. Not having drug availability for the regul ar
Medi care popul ation, but certainly our exam ning the various
ri sk adjustnent indicators, the drug becanme a very powerful
one in terns of within our population, so | wouldn't want to
di sm ss that altogether.

Just one other. Dan, following up on Alice's
comments, we struggled with the data availability in a study
that we did, just concluded |last year in California. @G ven
the fact that we have a significant nunber of different

paynent mechani sns, so we were very concerned about the

availability of data and the quality of that data. | don't
know whet her you've seen that or not, but we'll make that
avai lable to you. It will probably be very hel pful, because

And then the final observation is, it may be
hel pful in | ooking at the concerns that various
Medi car e+Choi ce vendors have had about the data availability
for risk adjustnent, and it may be hel pful as we exam ne

those concerns to take into account those who are either
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current players still in that market, or would |i ke to be,
versus those who in fact have nmade a corporate decision to
in fact not be a part of that program any nore.

M5. NEWPORT: For the new conm ssioners that
haven't been punished with ny diatribes on risk adjustnent
in prior years, theory is one thing. | think practical
application and operational inpact is quite another when
you're trying to create a process where you can incentivize
in arationale way providers to participate in the program
and therefore provide a broader spectrum of benefits
including drugs. This is where it really has fallen apart.

The whol e genesi s of suspending data collection in
t he outpatient sector was the overwhel mi ng burden it was
pl aci ng on providers and the plans to nake sure and verify
that they had the accurate data. And then not have those
costs overwhel mthe increased paynent or the decreased
paynent in nmarkets where your overall nedical cost ratios
couldn't be paid for by the revenue that was comng in from
Medi car e.

| think that's part of the problem Yes, it
sounds wonderful to risk adjust, and it sounds wonderful to

say that this is a right-size of paynent. But it is not
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necessarily theoretically sustainable in a marketpl ace.

The concern |'ve always had with this is that in
sayi ng the average paynent is too high or too | ow never
seens to recogni ze the added value that is required for
plans to bring to the table, which includes drugs, which has
been of inmense val ue across the board in inproving quality,
in inproving the type of care, the continuity of care, and
incenting themto, pre-risk adjustnent, nove to quality care
managenent progranms across the board, and incentivizing sone
products in addition to what we offer in terns of continuity
of care, and di abetes progranms, and nanagenent of folks with
chroni c heart disease.

So | think that part of the issue, and hopefully
envel opi ng sone of the things that have been said, is that I
feel like we're kind of trying to continue to support a
process that isn't working, has had a negative inpact on
plan entry, and contributed to plan exits to the program
think that in sonme of the citations you have in the paper
the plans have, in an attenpt to create an outpatient data
process for getting to risk adjustnent, have said we should
seek data from ot her sources including pharnmaceutical data

sources, not any one of which is supposed to be totally
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effective.

But at least it is available and does give you an
opportunity to get to the tail, as Alice says, and say,
okay, here is a |l ess perfect nethod for saying that the
pricing of this or the paynment for this is a little nore
accurate w thout then overburdening the systemin terns of
what we have to do to go forward with it.

And nore inportant than anything else is the
predictability of paynent over tinme and saying to your
provi der partners, we can guarantee you a certain |evel of
paynent for the costs you' ve incurred that is predictable
and right-size. Because this never has really recognized
that this is a systemof integrated providers and vendors
and hospitals and sites of care that are variable in and or
t hensel ves. So we're paid and then we have to drive that
paynent accurately down to those fol ks that we contract
with, and they deserve predictability. That's where this
all conmes together in a rather awkward situation

So | think that whatever the final paper is needs
to reflect sone of the market realities and concerns, and
some of the efforts, good faith efforts that Alice has

suggested as well, to come up with this process of better
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infornmed and | eads to sonme better paynent, but al so rmakes
sure the programcontinues. So this is not an easy area.
It's not going to be an easy area. But | think we need to
accomodat e sone of the realities of what is happening in
t he mar ket pl ace right now.

MR. HACKBARTH: Ariel, welcone.

MR. WNTER Good norning. | wll be discussing
with you today the carve-outs of nedical education paynents
for Medicare+Choice rates. First | wll explain how plans
are paid, and discuss the inpact of the carve-out on plans
and teaching hospitals. Then | will discuss a potenti al
i ssue the Comm ssion may wi sh to consider, which is how to
treat nedical education paynments under the principle of
financial neutrality between Medi care+Choi ce and fee-for-
servi ce.

The 1997 Bal anced Budget Act set up a very
convol ut ed paynent system for Medi care+Choice plans. The
pl ans paynent rate is based on the county in which an
enrollee lives. The county rate is the highest of a floor
rate, a 2 percent increase fromthe prior year's rate, also
called the m ni mum update, and a bl end of national and | ocal

rates which is subject to a budget neutrality test that is
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i ntended to keep spending under the BBA's systemin line
wi th spendi ng under the previous system

The local rate is based on |ocal fee-for-service
spendi ng m nus nedi cal education paynents made to teaching
hospitals, which is called the carve-out. This carve-out
i ncl udes both direct graduate nedical education paynents and
i ndi rect nedical education paynents and is phased in over a

five-year period. GQGVE and IME are paid directly to teaching
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hospital s that serve Medi care+Choice enrollees. The
national rate is sinply the average of the |ocal rates.
This slide has a table that shows the inpact of
the carve-outs on MtC paynent rates by type of county in
2000. Across the top row of the table, the counties are
di vided by type of M+C paynent they received into blend
counties, 2 percent updates, and floors. Down the |eft
side, the counties are divided by the | evel of GVE paynent.
You'll notice first that the 2 percent update
counties in the center are not affected by the carve-out,
whi ch is sonewhat surprising. This is because under the
paynent system set up by the BBA, the base that's used to
calculate the 2 percent updates was not subject to the

carve-out. And the carve-out was al so not taken fromthe
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floor rates. It was only taken fromthe base used to
cal cul ate the blended rates, which is why they're the only
ones that are affected by the carve-out.

You can see that blend counties with above average
GVE paynents experienced average reductions in paynents of
3.5 percent, and blend counties with bel ow average GVE
paynents experienced average paynment reductions of 2.5
percent in a year.

DR, REI SCHAUER: This is only a fraction of what
it would be in 100 percent.

MR WNTER: Right, in 2000 it was 60 percent, in
'Ol it's 80 percent, and 2002 fully phased in at 100
per cent .

DR RONE: It will be 5 percent.

MR WNTER: One hundred in 2002. | think it wll
be actually 4 percent when it's fully phased in, 4 percent
of total paynents.

DR. ROSS: What Jack is getting at is if it's 3.5
percent in 2000 when that was at 60 percent, and when it
goes to 100 that nunber woul d have been five.

MR. WNTER That's right, exactly.

DR. ROVE: It would be like 3.5 and 5.5.
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MR. WNTER: Here we have sone exanpl es of
counties that were affected by the carve-out in 2000. The
first set of counties are those with the |argest reductions
in total payments. Each county in that group experienced
paynment reductions of about $30 million in that year.

DR. ROAE: You nean plans in those counties. The
counties didn't experience reductions.

MR. WNTER: Yes, plans in those counties. Thank
you. The nunber after each county is the percent reduction
in paynments for plans in that county. Al though the percent
reductions are not very | arge, because each of these
counties has many enroll ees, the total paynment reduction is
significant.

The next set of counties are those wth the
| argest percent reductions in paynents. The first three
counties listed, Pitt County, North Carolina, and Dodge and
A nmsted Counties, Mnnesota actually did not have plans, but
|"ve decided to present themhere to illustrate the highest
-- the upper end of the range of reductions.

The | ast two counties |isted, Monroe, New York and
New Haven, Connecticut were the counties with the | argest

rate reductions that actually had M+C plans in 2000.
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Now I'I'l talk a bit about the inpact of the carve-
out on teaching hospitals. 1In 2000, total nedical education
paynents nade to teaching hospitals for serving MC
enrol | ees were about equal to the noney carved out of the
M+C paynents. Even though the entire systemis roughly
budget neutral, the counties with hospitals that received
medi cal education paynents for M+C enrol | ees were not al ways
the sane counties with plans that | ost plan paynents due to
t he carve-out.

Counti es that gained nedi cal education paynents
under the carve-out systemwere those with high use of
teaching hospitals by MtC enrollees. Counties with plans
that | ost paynments under the system were those with high
rates of GVE, bl ended M+C paynent rates, and many MtC
enrol | ees. Because there was not conplete overlap between
these two sets of counties, there were counties that had
hospital s that gai ned GVE paynents but did not have pl ans
that | ost MtC paynents.

In other words, they had their cake and ate it
too. Exanples of these areas include Phil adel phia,

Pi tt sburgh, Manhattan, and Houst on.

DR RONE: I'ma little confused by the use of the
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word counties because this slide says the inpact of the
carve-out on teaching hospitals, but you're tal king about
counties. Before you were tal king about counties and you
nmeant the pl ans.

MR. WNTER Right.

DR. RONE: Wen you say counties here now you nean
t he teaching hospital s?

MR, WNTER: What |'m | ooking at is, at the county
| evel what were counties that had teaching hospital s that
recei ved nedi cal education paynents under the system and
al so within the same county what was the inmpact on M+C pl ans
paynents in those counties.

DR ROAE: |I'mjust suggesting in the text or
what ever that we tal k about teaching hospitals in counties,
or health plans in counties.

DR. NEWHOUSE: Pl ace of service versus place of
resi dence.

DR. ROAE: Right.

MR WNTER I'll do that. Thank you

G ven this background on the M+C paynent system
and the carve-out, the Conm ssion may wi sh to consider how

to treat nedical education paynents in the context of its
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recommendati on that paynments to MtC plans and fee-for-
servi ce spending be financial neutral in |ocal areas.

On the one hand, in its previous reports the
Comm ssion has treated nedi cal education paynents as
paynents for enhanced patient care received in teaching
hospitals. Thus, when we determ ne M+C paynents GVE shoul d
be treated the same as other fee-for-service spending on
patient care. Therefore, it should be included in the
paynent rate.

On the other hand, the carve-out hel ps ensure that
M-C enrol | ees have access to teaching hospitals by providing
hospitals the sane GVE paynent for M+C and fee-for-service
beneficiaries. |If we start to include GVE in the MtC
paynent rates, plans would be able to use the GVE for other
pur poses and enrol | ees' access to teaching hospitals could
be limted.

That's nmy presentation and | | ook forward to your
comment s and feedback.

DR ROSS: | just wanted to add one reiteration to
what Ariel said on that to make sure it didn't get lost in
the bullets because it relates to that second point, that on

the other hand, which is the prem se behind the carve-out
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was to bypass sonme of the negotiations that m ght go on
But the practical inpact under the current paynment system
has noved noney fromone county to another. That was news
to me and | found that interesting.

DR, NEWHOUSE: | don't know about that. If I'ma
patient in Arlington and | cone in and use Georget own
Hospital -- that's not what you' re tal king about?

DR. ROSS: No, that's not what it is. The noney
i's nmoving around because of the blend issue. | don't
bel i eve, and you guys could correct ne on this -- it's not a
guestion of sonebody living in Arlington and going to
Georgetown. It's a question of a carve-out happening in one
county and that noney showi ng up across the country. It's a
conpl ete anomaly in the paynent system

DR. NEWHOUSE: Wiy is it showi ng up across the
country? It's just not showing up in certain counties
because the blends and the floors are binding there and take
precedence over the carve-out. So | don't --

M5. BURKE: 1Isn't it showing up in teaching
hospi tal s?

DR. ROSS: But not necessarily -- the noney that

is renoved fromthe paynents to MtC plans in one county is
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not necessarily showi ng up as hi gher paynents to teaching
hospitals in that county. It is show ng up as higher
paynents to teaching hospitals in sone other county.

DR. NEWHOUSE: Because those counties are in floor
and blend --

DR ROWE: The idea was to make sure that whatever
county your nother lives in, who' s a Medicare beneficiary,

t hat she woul d have access to the academ c nedical centers
or to the teaching hospitals that she would go to.

t hought that was the idea, right? And what you're saying is
that's not --

MR. MULLER: The floor factor -- I'"'mlost now Is
this nore the floor effect, or is it nore the effect of
where they go conpared to where they |ive?

MR. WNTER: The biggest inpact is the anomaly in
the paynent rate. That is doesn't cone out of the floor or
the m ni num update counties. The factor of people who live
in Arlington going to Georgetown Hospital and therefore
CGeorgetown Hospital getting the additional nedical education
paynent mght be a snall part of that. But the rmuch | arger

inpact is as a result of the way the paynent systemis set

up.
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DR, NEWHOUSE: Let nme try to frame because |'ve

got to wal k out of here nonentarily. | think it goes al ong
the lines Jack started but it's which type of error you
would rather live with. | look at this as, this is put in
as a paynent to the teaching hospitals saying, if you want
access to this noney you're going to have to adnmit Medicare
beneficiaries. Only from MtC, the only way you're going to
be able to do that is offer the plan a conpetitive rate.
Your rates are higher. Here's sone noney that you can use
to subsidize your rate and conpete with non-teaching
hospitals for M-C busi ness.

M5. BURKE: Joe, having been involved in this
substantively at the outset, as you were, the intention as |
recall was to essentially pull out of a rate that was going
to be paid to an institution a teaching cost that that
particular institution was not going to incur because they
didn't do teaching. That in calculating the rates we wanted
to separate out if you essentially were providing benefits
to a Medicare beneficiary in a teaching facility, that
teaching facility should receive the noney that is targeted
to teaching costs.

DR. NEWHOUSE: This goes back to the notion that
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the higher rates are really not teaching costs fromthe old
GVE report. But let ne deal with the two types of errors

you have. The issue is whether you -- to what degree the

plans -- let's assunme for the sake of argunent that there's
sonme people in teaching hospitals that could be equally well
treated in non-teaching hospitals at the nonent. So there's
sonme efficiency gains fromreallocating patients toward non-

teaching hospitals that plans let's assume would do even if

MR. MIULLER Contrary to patient choice --

DR. NEWHOUSE: |If they got the noney, that that's
what they would do. On the other hand, they m ght al so take
some peopl e out of teaching hospitals that should be in
teaching hospitals by sonme criterion because of the
financial incentive to do that if they got the noney.

So as | read this carving the noney out, it's
basically to take both incentives away fromthe plans; the
i ncentives to nove out appropriately and nove out
i nappropriately. So that the judgnent about whether it
shoul d be carved out really turns on to what degree one
t hi nks pl ans woul d take peopl e out appropriately versus take

peopl e out i nappropriately.
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DR. RONE: What's your opinion about the effect of

your epi phany on this?

DR NEWHOUSE: | don't think it's -- what | just
said, both ways it's consistent with that. That is to say |
think this is --

[ Laught er. ]

DR. NEWHOUSE: If you say what we're buying is
we're buying a different product when you have this patient
at a teaching hospital, it's a different and nore costly
product, and it is on balance worth it, but for sone
patients it's not worth it. Then the issue beconmes how
sensitive the plan is if it gets the noney rather than the
teachi ng hospital, in renmoving the people that one woul d say
by some criterion should be renoved, versus renoving the
peopl e that one would say shoul dn't be renoved.

DR. RONE: |s your opinion influenced by the point
that Murray nade about the way it was actually working out?

DR. NEWHOUSE: That really is another point.

accept Murray's point, but that seenms to ne to argue for, if

you want to pull it out of the blended counties, you should
pull it out of everything and not just the floor and the
bl end.
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M5. NEWPORT: |'mtroubled by that. This is a

solution that was based on the ol d AAPCC paynent net hod
which it was inposed simultaneous with the new paynents, and
we have to understand that. So the value may -- if the
paynment mnet hodol ogy had stayed the sanme, may have been a
value. Now it's anachronistic in ternms of what it does, and
in effect with the 2 percent updates for nost of the
counties because the blend or everything else is eaten up --
eats up any rate increases, this is a zero sum gane.

MR. MJULLER: But the 2 percent cap would have the
probl enms you say it has independent of this carve-out.

M5. NEWPORT: Yes. But the findings here, which
may have been surprising to sonme people, aren't really that
surprising when you | ook at the congruence of events and
what the timng was, in ternms of what it was designed to do.

MR. HACKBARTH. We've got to get this to a
conclusion. On this particular topic, is there anything
el se that you need fromus today? |If not, I'll let Ray have
the last word on this and then we need to go on.

DR. HARRISON: | think there are two probl ens.

One is the short-term probl em where we have noney com ng out

of different counties and where it's going back in. And
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then the long-termproblemis how do you rationalize this
wi th the epi phany?

MR. HACKBARTH. We're not going to resolve those
today, | dare say.

DR. STOAERS: M quick comrent is two things.

One, | don't think the county has anything to do with the
service area, which we've said is not a major part.

My second part is this is dollars that woul d have
been in Medicare that are now going to the Medi care+Choi ce
pl ans and nowhere in fee-for-service do we try to connect
where the GVE dollars are conming fromto where they're
goi ng, because the entire nation -- and all of Medicare pays
for GVE wherever it occurs. And now we're starting to try
to take a | ocal area and apply to where the GVE i s going.

| think we're making a quantum | eap there at al
to even think that the GVE dollars out of a particular area
t hat has managed care should only go to GVE in that area.
Because nowhere else in Medicare do we do that. The entire
nation pays for GVE

So to try and link that back to one particul ar
county --

MS. BURKE: But in the fee-for-service nodel it
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pays for --

DR. STONERS:. But as nmany as woul d have been in --
if the noney, as a pool, was all paying for GVE across the
nation, that part was not taken out when the noney was
handed to Medi car e+Choi ce.

M5. BURKE: But in fee-for-service it tracks where
the person is. The nultiple is applied to where the patient
is as an inpatient. |It's not generic. If I'min a non-
teaching hospital, | don't get an adjustmnent.

M5. NEWPORT: But it doesn't go to the plans.

DR. STOAERS: But in the 95 percent was the GVE
dollars. That's why they're taking it back. But we're
trying to take it back to a specific region of the country,
not taking back and putting it in the whole pool.

MR. HACKBARTH: W need to nove on because we're
not going to resolve this issue today.

W' ve got one last piece. | appreciate people's
patience. It is inportant, though, that we at |east have a
prelimnary | ook at the conpetitive issue. Scott?

DR. HARRI SON:  Anot her issue you won't resolve
today, |'m sure.

MR. HACKBARTH. | think that's inportant to keep
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in mnd, Scott. Wat | think we're trying to acconplish
here is get the issue on the table and introduce it. Please
handl e your presentation accordingly.

DR. HARRI SON: Let's take a | ook at what we m ght
mean by the termconpetitive bidding, just quickly. A
comon conception of conpetitive bidding is that of a
W nner-take-all auction where the |owest bid wins and gets
the contract. O ten under these types of arrangenents
quality or other factors |ike product differentiation only
make a difference if the bidding mechani sm nmakes a provision
for them

But | want to get away fromthis definition
because it really wouldn't do anything -- this conception
doesn't do anything to add choice for beneficiaries and this
really is not the prem se behind any Medi care+Choi ce or
Medi care reform proposal s.

Instead, | want to focus on the conception of
conpetitive bidding that is enbodied in the concept of the
free market for health insurance. Insurers would devel op
products with quality and other characteristics that they
woul d include as part of their offerings or bids. Buyers,

in this case beneficiaries, would face margi nal price
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decisions for the different offerings and woul d rmake
price/ quality/conveni ence tradeoffs.

This conpetitive bidding concept could acconmopdat e
either using the bidding results to set the governnent
contribution or not.

W al ready have this formof conpetitive bidding
in the Medi care+Choice program Pl ans conpete agai nst one
anot her on the basis of benefits and prem uns. They even
conpet e agai nst the Medicare fee-for-service program
al though there are limts to the paranmeters of conpetition

One of these limts will be | oosened in 2003 when
a Bl PA provision kicks in that will allow plans to rebate
all or a portion of the Part B premiumto their enroll ees.
Currently, Medicare+Choice organizations cannot offer plans
that are | ess expensive than the fee-for-service program
only plans with richer benefits. So this change in 2003 may
change the conpetitive dynanmics and allow freer conpetition
with the fee-for-service program

Even with freer conpetition, nost beneficiaries
will remain unaffected. The beneficiaries in the
traditional Medicare fee-for-service programreceive the

sane benefits at the sane price, regardl ess of whether there
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are conpeting plans in their areas, and there are no
conpeting plans in nmany areas.

Finally, an inportant point for this topic is that
t he conpetition does not affect the government contri bution,
ot herwi se known here as the Medi care+Choi ce paynent rate.

G ven that we have a | evel of conpetition, and in
[ight of our recommendations for financial neutrality
bet ween enrol I nent in Medi care+Choi ce plans and enrol | ment
inthe traditional fee-for-service program what could we
hope to gain fromhaving the results of conpetitive bidding
bei ng used to set the Medi care+Choi ce paynment rates?
Proponents suggest that conpetitive bidding would encourage
greater conpetition, reduce Medicare costs and be nore
equi tabl e across the country.

Wul d paynent rates based on conpetitive bidding
encourage nore plan entry? |In areas where there are not
currently any plans, it's hard to cone up with any reasons
why a plan that was not already participating woul d deci de
to participate under conpetitive bidding rules that could
only | ower paynent rates conpared with the financi al
neutral ity nodel

Partici pation could even be discouraged if
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conpetitive bidding did not include a traditional Medicare
fee-for-service program Under such a nodel, the plans
woul d only be conpeting with thensel ves and | ow bi ds woul d
result in lower paynent rates and would | eave the fee-for-
service programunaffected. | think we saw sonme fears of
this in the denonstrations. Because plans would be at a

di sadvantage rel ative to fee-for-service, they would be |ess
willing to participate than under a financial neutrality

f ramewor k.

One type of conpetitive bidding nodel should not
hurt plan participation relative to a straight financial
neutrality nodel and participation m ght perhaps increase
due to a possible change in the conpetitive dynam cs.

If the traditional programlocal area costs were
treated as a bid, the relative bids of the plans woul d | ook
the sane as under financial neutrality and thus,
participation would be likely to stay the sane barring new
dynam cs.

As far as saving noney, any time bids cone in
bel ow t he Medi care fee-for-service costs, there is the
potential to |ower total Medicare costs through higher

prem uns paid by beneficiaries.
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One nodel woul d change the effects from geographic
variation in fee-for-service spending. The nodel would
result in beneficiaries in different areas paying different
premuns for the traditional programinstead of the current
situation where different beneficiaries in different areas
have access to different benefit packages at the sane price.

Let's take a | ook at this type of nodel as an
illustration. This nodel would have plans bid on a set of
standard benefits. The |ocal Medicare fee-for-service costs
woul d be considered as the bid for the traditional Medicare
pl an. The paynent rates woul d be set based on the bids.

The general idea is that the rate would be set at the | owest
bid and you m ght need to nmake sone adjustnents so that you
coul d guarantee everybody a plan if they wanted one at the

| owest bid.

Because everyone coul d always get into traditional
Medi care, the paynent rate would never be above the fee-for-
service rate. |In areas where there were no plans, the
paynent rate woul d al ways equal the fee-for-service rate.
Beneficiaries would then pay additional premuns to join
pl ans, including the fee-for-service plan, that had bids

above their | ocal paynent rate. The additional prem uns
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rai sed could be used either to increase the |evel of
benefits in the nationw de standard benefit package, or
could | ower the overall cost of the Medicare programto
t axpayers.

What mi ght be expected to happen under this type
of systen? First, the nature of the Medicare entitlenent
woul d change. Beneficiaries would no |onger be entitled to
receive the traditional Medicare fee-for-service program for
a set premum Instead, beneficiaries would be entitled to
recei ve the sane benefit package that is offered under the
traditional Medicare program but woul d not be guarant eed
that those benefits would be delivered through the broad
choi ce of providers that are available in the fee-for-
servi ce program

The gains from | ower bids generated by conpetition
woul d shift fromthe enrollees in the less costly plans --
that's currently who receives the benefits -- to al
beneficiaries and/or taxpayers. All beneficiaries
nati onw de woul d have access to the basic benefit package at
the sane premium but all would have to pay nore if they
wanted a nore costly plan, unlike the current situation

where beneficiaries in sonme areas have access to plans with
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extra benefits for no additional preni uns.

Cost grow h under this type of system would depend
on the results of the annual bidding process, but total
spending in any local area would be |limted to the | evel of
per capita fee-for-service spending in the traditional
Medi care fee-for-service program

That ends the presentation and 1'd |like to know
what parts of this you' d like to see incorporated in further
work, as well as any of the other topics.

MR. HACKBARTH. |If | understand this correctly,
this has major dramatic inplications. It basically says the
one conpetitive bidding nodel that nmakes sense from a
conceptual standpoint, you basically have to abandon the
entitlement to a free choice fee-for-service plan. The
entitlenment is no longer that. The entitlenent becones
paynent for the | ow cost bidder, which may not be a fee-for-
service plan at all but a restricted choice plan. So that's
a huge phil osophical shift.

If you' re not prepared to do that, the other
nodel s of conpetitive bidding don't seemto nake a whole | ot
of sense to nme, or difference. |In fact, they could nake

things worse in terns of participation, but they' re unlikely
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to make things better.

DR. HARRI SON: | agree.

DR REI SCHAUER. What are you saying, that if you
aren't willing to sign on to sonething like this, it's not
worth pursuing? | nean, because this is really the nost
radical of the alternatives that are out there, and none of
the legislation that's ever been proposed goes this far.
The furthest would be the Bipartisan Conmm ssion where you
had a wei ghted average reference prem um as opposed to the
| owest prem um

DR. HARRI SON:  You coul d incorporate sonething
i ke that, but you' d have simlar results, probably.

MR. HACKBARTH. But the basic point is that you'd
have to change the notion of the entitlenent. 1It's no
| onger to an open choice fee-for-service plan, but rather to
a bid. And that could be an average of bids, it could be
the | owest bids, but it wouldn't necessarily -- or perhaps
even likely -- be a free choice plan.

And so you woul d be paying nore for --

DR. REI SCHAUER: There's a question between the
entitlement and what you have to pay for it and whet her

everybody in the nation has the right to pay the sane
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amount. Those are sort of different variants. But there
still would be an entitlenent at sone price to a fee-for-
servi ce Medicare benefit package.

MR. HACKBARTH. At some pri ce.

DR REI SCHAUER: The question is, depending on
where you set the reference premum are you -- you can set
it, as the President did and Breaux-Frist Il does, at the
fee-for-service cost in every area.

DR. HARRI SON: Which is basically the financial
neutrality principle.

DR REI SCHAUER: Yes, the financial neutrality
principle or somewhere el se.

M5. NEWPORT: | guess in our direction to you, we
asked you to | ook at some of this stuff. | guess follow ng
on that discussion is where do we go fromhere, in terns of
the chapter? In ny mind, | think I was really thinking
about are we going to set some bounds on what this could
| ook |ike? What the positive/negative inpacts of that m ght
be? | guess I'mtrying to figure out how we give him
nmeani ngful direction on what we really need to | ook at.

| think this actually was good and it hel ped get

me to think about this a little nore dynamcally. But I'm
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not sure that we have tinme enough to give you the right kind
of ideas on this.

A enn, did you have a concept?

MR. HACKBARTH. | actually think what Scott
presented is very helpful. The big problemright nowis
that we've got too little tine and too few conmm ssioners to
discuss it. So rather than having Scott go off into a | ot
that's new, 1'll defer to Bob and he'll tell Scott to go off
and do a lot that's new.

DR REISCHAUER: It strikes ne that if we were
going to describe illustrative nodels, we really should
describe three at a mninmum This, one that's based with a
reference premumto sonme average. And so in some areas
fee-for-service could cost and in sone areas it wouldn't.
And the one which is, to the extent anything is in political
play, is in play now, which is the reference prem um bei ng
fee-for-service Medicare. And then the consequences of each
of those for cost savings, for enrollnent, for whatever.

DR. ROSS: One of the things that woul d be hel pful
to staff -- and | recognize we need a broader participation
to get this, what do we want to get out of all of these

mechani sms? Part of what we wanted to bring you was the
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Comm ssion has noved to this financial neutrality principle,
yet everybody tal ks about conpetitive bidding. Qur reaction
is well, if by conpetitive bidding you nean plans set their
own prem uns, effectively we'll have that in 2003.

Then what is it we want from conpetitive bidding?
s it savings? |Is it sonething else? W can bring you a
coupl e of options and work through that.

M5. NEWPORT: You'll say that we'll have that in
2003. You're presumng we wll have |egislation next year
to do that?

DR. HARRI SON: There is a provision -- it may not
be free. You will be able to cone in, this year it wll be
$54 below the fee-for-service plan. You could rebate up to
the full Part B prem um next year, which you couldn't do
now.

DR. REI SCHAUER Wth all that spare cash you
have, Janet.

M5. NEWPORT: Frankly, you know, $1.40 isn't going
to cut it. 1'mbeing facetious.

| guess |'mhaving trouble thinking that that is a
real live -- it's not on our radar screen as sonething

that's an inportant conpetitive bidding factor.
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MR. HACKBARTH. | |ike Bob's suggestion. W

probably need to spend a little tine review ng sone of the
presentation fromtoday, since a |ot of people mssed it,
supplenment it with the different nodels and the inplications
for savings and what not.

DR. HARRI SON: There actually is a Health Affairs
article out now. It mght be only a web version. But it's
by Ken Thorpe and Adam Atherly, | believe. It actually
| ooks at three nodels and gives national figures for savings
in enrollment. W could differ on sone of the assunptions
of enrollment, but | think I can cite a |ot of that work.

MR. HACKBARTH: Al right. W're finished with
t hi s.

Public coment? The m crophone is open.

M5. SCHALLER: |I'm Candy Schaller. [|'mthe vice
president for regulatory affairs with the American
Association of Health Plans. 1'd like to speak briefly to
the risk adjustnment issue.

Qobvi ously, many of our plans participate in the
Medi car e+Choi ce program so we' ve been very deeply interested
in seeing a risk adjustnent nechanismthat is far nore

wor kabl e than the one that plans have currently experienced.
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W' ve identified, as you have, the sane sorts of
problenms. One with the data stream which I think we see in
two parts. One, a great conplexity with respect to the data
el enents that have been required, but secondly also an
exceedi ngly high volunme of data that would be required as
pl ans nove from an environment where they are subnitting
inpatient only data to the nuch broader environnment of
anbul at ory dat a.

And secondly, of course, the PIP DCGs and the
l[imtations that you all have discussed there are also very
real to us. One inportant aspect of that is that the PIPs
do not conpensate plans appropriately for situations in
which, in fact, they are successfully treating patients on
an outpatient basis that m ght otherw se be hospitalized.
So that's certainly one of our interests in noving beyond
the inpatient only data schene.

| think, fromour perspective, the productive
direction in which to | ook has al so been alluded to in sone
of the discussion that you had today. One, with respect to
reduci ng the nunber of data el enents very significantly.

But we also think it's inportant to | ook at establishing a

requi renent for a data streamthat is realistic for the
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pl ans to achi eve.

Based on our dialogue with our plans and
experience over the |ast few years, we don't think it's
realistic to believe that plans can establish a robust
enough data streamfroma broad spectrum of anbul atory sites
of care and every provider in order to be able to be paid
fairly under a risk adjustnent nmechani smthat requires that
kind of effort.

Therefore, we've been | ooking at maintaining the
current inpatient data streamand adding to it some
anbul atory data, perhaps focused on di agnoses that woul d be
sel ected based on their high preval ence or high cost and/or
pl ans' |ikelihood of keeping people out of the hospital who
m ght ot herw se be hospitalized. So focusing on sone of
t hose high interest, high concern areas.

Also, | think we believe that noving to a sonewhat
nore conplex risk adjustnment system perhaps |ooking at
sonething |ike the HCCs, nay offer sone inprovenent in the
accuracy of the paynment mechanism And sort of conbining
all these things together may result in a picture that
provi des a better bal ance between the need to inprove data

accuracy, which we support, but also the very inportant
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aspect of keeping the burden on both plans and providers to
a manageabl e |l evel so that we can have a robust program
overal | .

Thanks.

MR. HACKBARTH: Seeing no other commenters, we are
adj ourned until Decenmber. Thank you very much

[ Wher eupon, at 12:23 p.m, the neeting was

adj our ned. ]



